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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Care  Financing  Administration 
42  CFR  Part  421 

Medicare  Program;  Intermediary 
Nominations,  Contracts,  Evaluations, 
and  Notices 

agency:  Health  Care  Financing 
Administration  (HCFA),  HHS. 
action:  Final  Regulation. 

summary:  These  final  regulations 
establish  criteria  and  standards  for 
evaluating  the  performance  of  agencies 
or  organizations  serving  or  desiring  to 
serve  as  fiscal  intermediaries  under  the 
Medicare  program.  They  also  authorize 
the  Administrator  to  assign  or  reassign 
providers  of  services  to  particular 
intermediaries  or  to  designate  a  single 
intermediary  to  serve  a  class  of 
providers  on  a  regional  or  national  basis 
after  considering  intermediary 
performance  measured  against  the 
criteria  and  standards.  Affected 
providers  and  intermediaries  will  be 
given  a  notice  of  assignment  or 
reassignment  and  intermediaries  will  be 
afforded  a  hearing.  The  purpose  of  these 
regulations  is  to  promote  increased 
efficiency  in  the  administration  of  the 
Medicare  program. 

EFFECTIVE  DATE:  June  19, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 
Irvin  Robinson,  (301)  594-8003. 
SUPPLEMENTARY  INFORMATION: 

Background 

Under  sections  1816  and  1842  of  the 
Social  Security  Act,  organizations  and 
agencies  participate  in  the 
administration  of  the  Medicare  program 
under  contract  with  the  Secretary,  and 
perform  the  bulk  of  the  actual  bill 
processing  and  benefit  payment 
functions.  The  organizations  which 
administer  the  Part  A  (hospital 
insurance)  paying  process  are  known  as 
“intermediaries”.  Providers  of  services 
submit  claims  to  these  intermediaries, 
which  determine  whether  the  services 
are  covered  under  the  program,  and 
determine  reasonable  costs.  The 
intermediaries  reimburse  the  providers 
on  behalf  of  the  beneficiaries.  The 
organizations  which  administer  the  Part 
B  (medical  insurance)  program  are 
known  as  “carriers”.  Beneficiaries 
receiving  Part  B  services  either  pay  the 
physicians'  or  suppliers'  bills 
themselves,  and  receive  Medicare 
payments  fi'om  the  carrier,  or  assign 
their  right  to  payment  to  the  physician 
or  other  supplier  of  the  Part  B  service. 


who  is  paid  directly  by  the  carrier.  In 
either  case,  the  carrier  must  determine 
whether  the  service  is  covered  and 
whether  the  charge  is  reasonable. 

Prior  to  enactment  of  Pub.  L  95-142, 
groups  or  associations  of  providers 
could  nominate  an  agency  or 
organization  to  act  as  an  intermediary. 
Alternatively,  an  individual  provider 
could  elect  to  receive  reimbursement 
directly  from  the  Health  Care  Financing 
Administration  (HCFA).  This  provision 
of  the  law  afforded  providers 
considerable  latitude  in  their  selection 
of  intermediaries.  Experience  has  shown 
that  this  nomination  process  has  not,  in 
a  number  of  instances,  produced  the 
most  effective  and  efficient 
administration  of  the  Medicare  program. 
Section  14  of  Pub.  L  95-142  was 
designed  to  permit  improvement  in  the 
administration  of  the  Medicare  program 
by  requiring  that  we  develop  criteria, 
standards,  and  procedures  for  use  in 
evaluating  the  adequacy  of  agencies  or 
organizations  serving  or  desiring  to 
serve  as  intermediaries.  A  decision  to 
enter  into,  renew,  or  terminate  an 
intermediary  agreement  must  be  based 
on  a  finding,  made  after  considering  the 
required  criteria  and  standards,  that  in 
the  particular  instance  to  do  so  would 
be  in  the  best  interests  of  the  program. 

Pub.  L  95-142  also  gives  us  the 
authority,  after  measming  intermediary 
performance  using  the  appropriate 
criteria  and  standards,  to  (1)  assign  or 
reassign  a  provider  to  an  intermediary, 
and  (2)  designate  a  national  or  regional 
intermediary  to  serve  a  class  of 
providers,  if  such  actions  would  be 
consistent  with  the  effective  and 
efficient  administration  of  the  Medicare 
program.  Classes  of  providers  may  be 
established  on  the  basis  of  the  type  of 
provider,  or  on  common  characteristics 
such  as  size  or  type  of  ownership  or 
control.  When  the  Administrator 
determines  that  it  would  improve 
program  administration  to  assign  or 
reassign  a  provider  to  an  intermediary 
or  to  designate  a  national  or  regional 
intermediary,  he  or  she  need  not 
establish  poor  performance  on  the  part 
of  any  specific  intermediary.  This  might 
occur  in  situations  where  multiple 
intermediaries  are  operating  in  the  same 
geographic  area. 

Under  separate  experimental 
authority,  42  U.S.C.  1395b-l,  the 
Administrator  may  award  a  fixed  price 
or  performance  incentive  contract  to 
perform  any  or  all  intermediary 
functions.  Actions  taken  under  this 
authority  are  not  subject  to  performance 
criteria  and  statistical  standards  or  to 
administrative  and  judicial  review. 
Under  this  authority,  the  Administrator 


may  suspend  the  provider  nomination 
process  for  an  experiment  being 
conducted  in  a  geographic  area. 

Major  Provisions 

The  criteria  and  standards  developed 
by  this  rule  will  enable  the  Secretary  to 
evaluate  the  performance  of  an 
intermediary  or  prospective 
intermediary  in  (1)  its  overall 
performance  or  claims  processing  and 
related  functions,  and  (2)  its 
performance  with  respect  to  specific 
providers.  Performance  measured 
against  these  criteria  and  standards  will 
be  considered  whenever  the 
Administrator 

•  Enters  into  an  intermediary 
agreement  with  an  agency  or 
organization; 

•  Renews  an  agreement  with  an 
intermediary; 

•  Assigns  or  reassigns  providers  to 
different  intermediaries;  or 

•  Designates  a  regional  or  national 
intermediary;  or  whenever  the  Secretary 
terminates  an  intermediary  agreement. 

The  regxilation  leaves  unchanged  the 
Administrator's  right  not  to  renew  an 
agreeement  when  it  expires.  The 
performance  criteria  and  statistical 
standards  will  be  used  not  only  to 
evaluate  organizations  which  are 
designated  as  intermediaries  under  the 
Medicare  program  but  also  to  evaluate 
the  Blue  Cross  Plans  which  have 
approved  subcontracts  xmder  the  prime 
contract  between  the  Administrator  and 
the  Blue  Cross  Association.  This  is  so 
because  the  subcontracting  Blue  Cross 
Plans  perform  the  claims  processing 
functions  in  their  local  jurisdictions. 

Data  on  the  statistical  standards  will 
come  fi'om  the  claims  processing 
operations  of  these  Plans. 

The  evaluation  process  itself  will  be 
applied  in  two  steps.  First,  an 
assessment  will  be  made  to  determine 
whether  the  intermediary  meets  all  of 
the  criteria  described  in  §  421.120.  These 
criteria  are  designed  to  aid  the 
evaluation  of  the  overall  capabilities  of 
an  intermediary  or  prospective 
intermediary.  'The  Administrator  will  not 
enter  into  or  renew  an  agreement  with 
an  intermediary  or  prospective 
intermediary  uiiless  the  intermediary 
satisfies  the  listed  criteria.  The  criteria 
deal  with  the  categories  of  general 
administration,  fiscal  management, 
beneficiary  service  activities,  bill 
processing,  and  provider  reimbursement. 
If  an  intermediary  is  found  not  to  meet 
all  of  the  criteria,  the  Administrator  can 
determine  that  this  failure  is  sufficient 
groimds  for  adverse  action  such  as: 

•  Suspending  the  availability  of  the 
intermediary  to  serve  additional 
providers; 
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•  Assignment  or  reassignment  of 
providers  to  another  intermediary; 

•  Designation  of  a  regional  or 
national  intermediary;  or  the  Secretary 
may  determine  that  die  intermediary 
agreement  should  be  terminated. 

The  second  step,  undertaken  only  if 
the  criteria  under  §  421.120  are  met, 
consists  of  measuring  the  intermediary’s 
performance  using  standards  that  we 
will  develop  in  accordance  with 
§  421.122.  '^e  standards  will  consist  of 
measures  of  timeliness,  cost,  and 
quality,  as  they  become  available,  of  the 
intermediary’s  or  prospective 
intermediary’s  performance  of  its 
Medicare  operations.  The  standards  will 
be  developed  by  applying  acceptable 
statistical  measures  of  variation  to 
national  intermediary  experience  during 
a  base  period.  For  the  first  evaluation 
period  (fiscal  year  1980),  we  will 
develop  a  standard  for  the  unit  cost  of 
processing  bills.  We  will  also  develop 
standards  for  timely  processing  of 
various  types  of  provider  bills  as  well  as 
for  timely  settlement  of  provider  cost 
reports,  ito  measuring  unit  cost,  we  will 
develop  a  formula  using  multiple 
regression  analysis.  We  w^l  use  this 
technique  to  adjust  the  intermediary’s 
unit  cost  for  significant  measurable 
factors  that  are  not  within  the 
intermediary’s  control  in  order  to  allow 
for  a  more  equitable  comparison  of  the 
standard. 

The  development  and  occasional 
revision  of  the  standards  will  be  a 
continuing  process,  and  the  specific 
standards  will  be  published  as  a  notice 
in  the  Federal  Register.  In  addition,  we 
plan  to  issue  an  Intermediary  Letter 
containing  the  fully  developed  criteria 
and  standards.  ’This  will  permit  the 
intermediaries  to  have  a  complete, 
detailed  description  of  the  criteria  and 
standards  they  will  be  expected  to  meet. 

After  the  second  step  of  the 
evaluation  process,  as  after  step  one,  the 
Administrator  may  determine  that 
adverse  action  would  be  appropriate  in 
case  of  a  failing  performance.  However, 
we  recognize  that  this  regulation 
institutes  a  new  approach  to  evaluation 
of  intermediary  performance.  We  also 
recognize  that  intermediaries  may  have 
to  make  some  modifications  in  their 
operations  in  light  of  the  criteria  and 
standards.  Consequently,  administrative 
actions  based  on  assessment  of  an 
intermediary’s  performance  during  the 
initial  review  period  will  conform  to 
past  practices.  That  is,  during  the  first 
evaluation  period  in  which  we  use  the 
criteria  and  standards,  we  would 
appropriately  take  an  action  less  severe 
than  termination  of  the  contract  of  an 
intermediary  that,  for  the  first  time,  is 
identified  as  having  poor  performance. 


We  might,  for  example,  remove  firom  the 
contract  the  automatic  renewal  clause  of 
standard  intermediary  contracts  or  use  a 
short  term  contract. 

The  rule  provides  that  the 
Administrator,  after  taking  into 
consideration  the  preferences  of  a 
provider  or  group  of  providers,  may 
assign  or  reassign  any  provider  or  group 
of  providers.  'The  Administrator  will 
make  the  determination  to  assign  or 
reassign  a  provider  after  he  or  she 
reviews  individual  intermediary 
performance  under  the  criteria  and 
standards  and  finds  that  such  action 
will  result  in  a  more  effective  and 
efficient  administration  of  Part  A  of  the 
program.  The  Administrator  can  also 
designate  a  national  or  regional 
intermediary  for  a  class  of  providers. 

The  class  of  providers  will  be 
determined  by  the  Administrator  on  the 
basis  of  the  category  of  services 
provided  or  other  comon  characteristics, 
such  as  ownership  or  control,  which 
impact  on  efiectiveness  and  efficiency  in 
the  administration  of  the  Medicare 
program. 

It  is  important  to  note  here  that 
assignment  and  reassignment  of . 
providers  or  designation  of  a  regional  or 
national  intermediary  can  result  in  one 
of  two  ways.  *1110  Achninistrator  may 
decide  to  take  either  of  these  actions  as 
a  result  of  a  failing  performance  by  an 
intermediary  in  an  evaluation. 
Additionally,  the  Administrator  may 
order  either  action  because  of  other 
factors,  e.g.,  multiple  intermediaries 
operating  in  the  same  area  and  incurring 
duplicative  administrative  costs.  In  this 
latter  case,  however,  after  consideration 
of  all  factors  including  an  evaluation  of 
the  intermediary’s  performance,  the 
assignment,  reassignment  or  designation 
may  take  place  despite  a  passing 
performance  by  a  particular 
intermediary. 

This  rule  also  provides  that  the 
Administrator,  prior  to  taking  any  action 
to  assign,  reassign,  or  designate  a 
national  or  regional  intermediary,  must 
furnish  the  affected  providers  and 
intermediaries  with  a  full  explanation  of 
the  reasons  for  the  determination.  Any 
intermediary  adversely  affected  by  the 
determination  will  be  given  an 
opportxmity  for  a  hearing  and  a  final 
determination  will  be  subject  to  judicial 
review. 

The  definition  of  “provider”  includes 
clinics,  rehabilitation  agencies  and 
public  health  agencies  furnishing 
outpatient  physical  therapy  and  speech 
pathology  services  under  Part  B  of 
Medicare  (Section  1866(e)  of  the  Act). 
The  purpose  of  this  inclusive  definition 
is  to  treat  these  providers  the  same  as 
hospitals,  skilled  nursing  facilities,  and 


home  health  agencies  with  respect  to  the 
selection  and  assignment  of 
intermediaries.  Under  §  140  of  the 
Outpatient  Physical  Therapy  Provider 
Manual  (HIM-9),  these  agencies  are 
currently  given  some  say  in  the  selection 
of  intermediaries. 

Discussion  of  Comments 

Comments  on  the  November  9, 1978, 
Notice  of  Proposed  Rulemaking  (NPRM) 
were  received  from  private  citizens,  a 
few  State  and  local  provider 
associations,  the  American  Hospital 
Association,  the  Federation  of  American 
Hospitals,  and  the  Blue  Cross  and  Blue 
Shield  Association  on  behalf  of  all  Blue 
Cross  Plans  participating  in  the 
Medicare  program.  A  summary  of  the 
comments  (C)  and  our  responses  (R) 
follow.  Since  the  section  numbering 
system  has  been  modified  in  the  final 
regulation,  for  ease  of  reference  we  have 
provided  the  section  numbers  that 
appeared  in  the  NPRM  followed  by  the 
new  citation  contained  in  the  final 
regulation. 

%  419.2  (421.3)  Definitions 

C.  The  definition  for  intermediary 
ignores  a  fundamental  pre-condition; 
i.e.,  that  the  agency  or  organization  must 
be  nominated  by  the  provider. 

R.  Section  1816(a)  of  the  Social 
Security  Act  gives  providers  the 
opportunity  to  nominate  agencies  or 
organizations  to  serve  as  intermediaries. 
However,  an  exception  to  this  exists 
when  we  exercise  the  experimental 
authority  granted  to  us  under  42  U.S.C. 

§  1395b-l  to  award  fixed  price  or 
performance  incentive  contracts.  In  our 
view,  the  nomination  provision  is 
adequately  covered  in  §  419.13. 

§  419.3  (421.5)  General  Provisions 

C.  There  was  some  opposition 
expressed  to  the  possibility  that 
competitive  bidding  might  become  a 
general  requirement. 

R.  The  policy  that  competitive  bidding 
is  not  required  is  in  the  law  and 
regulations  and  applies  to  contracts  with 
carriers.  We  placed  this  item  under 
General  Provisions. 

C.  The  contractor  community 
questioned  the  Administrator’s  authority 
not  to  renew  an  agreement  or  contract 
when  its  term  expires. 

R.  The  provision  states  that  the 
Administrator  must  use  criteria  and 
standards  before  entering  into  or 
renewing  an  agreement.  Additionally, 
while  the  Secretary  may  terminate  an 
agreement  with  an  intermediary  which 
fails  to  meet  performance  criteria  and 
standards,  the  statute  makes  no 
reference  to  failure  to  meet  criteria  or 
standards  as  grounds  for  nonrenewal.  A 
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contracting  officer  has  the  authority  not 
to  renew,  without  considering  criteria  or 
standards,  any  contract  which  expires 
under  its  own  terms.  This  section  does 
not  represent  any  change  in  existing 
policy  and  regulations.  Furthermore,  no 
change  in  operating  procedures  is 
anticipated.  Notice  of  intent  to 
nonrf new,  transition  procedures,  etc., 
will  continue  unchanged. 

%  419.10  (421.100)  Intermediary 
Functions 

C.  The  comments  relating  to 
paragraph  (d),  utilization  patterns,  were 
as  follows: 

1.  The  development  of  procediu’es 
relating  to  provider  utilization  practices 
and  studies  of  their  effectiveness  are 
provider  management  prerogatives  that 
should  not  be  usurped  by  the 
intermediary. 

2.  The  functions  should  parallel  those 
negotiated  in  the  Medicare  agreements. 

R.  The  intermediary  functions 
required  here  are  advisory  in  nature.  It 
is  not  our  intent  to  usurp  provider 
prerogatives. 

We  have  revised  this  section  to  follow 
more  closely  those  functions  specified  in 
the  standard  agreement  with  the 
intermediaries. 

C.  The  information  and  reports 
furnished  to  the  Administrator  under 
§  421.100(g)  should  b^  only  those 
acquired  or  utilized  by  an  intermediary 
in  the  carrying  out  of  functions  under  an 
agreement. 

R.  Only  the  information  and  reports 
an  intermediary  uses  in  carrying  out  its 
responsibilities  would  normally  be 
required.  However,  we  occasionally 
may  need  to  request  a  special  report  for 
a  particular  purpose,  e.g.,  a  cost  study. 
We  have -amended  this  section 
accordingly. 

§  419.15  (421.106)  Change  to  Ano'ther 
Intermediary  or  to  Direct  Payment 

C.  This  section  should  require  the 
Administrator  to  follow  the  same 
procedures  in  cases  of  provider  requests 
for  a  change  in  its  intermediary  as  for 
assignments  and  reassignments  of 
providers  to  different  intermediaries. 

R.  These  two  situations  are  not 
identical.  A  request  for  a  change  of 
intermediaries  is  initiated  by  the 
provider.  On  the  other  hand, 
assignments  or  reassignments  of 
providers  to  different  intermediaries  will 
be  made  by  the  Administrator.  Differing 
procedures  are  required  in  each 
situation.  When  a  provider  elects  to 
change  intermediaries  it  goes  through  a 
2-step  process:  (1)  Vi^thdrawal  of  its 
nomination  of  the  current  intermediary; 
and  (2)  Nomination  of  a  new 
intermediary  available  in  its  area. 


Should  a  provider’s  nomination  of  a  new 
intermediary  not  be  approved,  it  still  has 
the  option  of  nominating  any  other 
intermediary  available  in  its  area.  In 
overriding  a  provider’s  preference, 
however,  our  primary  consideration  is 
the  effective  and  efficient  administration 
of  the  program.  We  must  determine  the 
administrative  implications  involved  in 
the  shift  of  providers  between 
intermediaries  and  its  potential  for 
adversely  affecting  operations  in  an 
area. 

§  419.16  (421.114)  Assignment  and 
Reassignment  of  Intermediary  by  the 
Administrator 

C.  No  change  should  be  made  where 
the  current  intermediary  has  proven  to 
be  effective  and  efficient. 

R.  Regardless  of  whether  a  particular 
intermediary  meets  the  criteria  and 
standards,  &e  Administrator  may  assign 
or  reassign  providers  if  it  results  in  more 
effective  and  efficient  administration  of 
the  progranL  For  example,  several 
intermediaries  may  be  operating  in  a 
limited  geographic  area.  Each  may  be 
proff  cient  in  its  own  performance. 
However,  for  the  overall  efficiency  and 
effectiveness  of  the  program,  only  one 
intermediary  might  be  needed.  The 
efficient  and  effective  administration  of 
the  Medicare  program  must  take 
precedence  over  individual  contractor 
performance. 

An  analysis  of  the  comments  received 
shows  that  we  did  not  clearly  establish 
that  the  Administrator  must  view 
assignment  and  reassignment  of 
providers  in  light  of  what  is  best  for  the 
Medicare  program.  Consequently,  we 
have  expanded  §  421.5  to  reflect  that  the 
Administrator  may  expand  or  diminish 
an  intermediary’s  availability  in  an  area 
when  it  would  serve  the  best  interests  of 
the  program. 

In  addition,  we  added  a  new  section 
(§  421.112)  to  the  regulation  to  clarify 
further  the  obligation  of  the 
Administrator  to  place  strong  emphasis 
on  the  overall  effective  and  efficient 
administration  of  the  program.  For 
example,  two  or  three  intermediaries  in 
a  particular  geographic  area  might  be 
performing  acceptably  well  according  to 
an  evaluation  using  the  criteria  and 
standards  (§§  421.120  and  421.122).  The 
Administrator,  however,  after  taking 
into  consideration  other  factors  which 
might  affect  the  entire  program,  may 
find  it  necessary  to  designate  a  single 
intermediary  to  serve  all  providers  or  a 
class  of  providers  in  the  area.  We 
specified  in  the  new  section  some  of  the 
additional  factors  that  the  Administrator 
may  consider  when  taking  such  an 
action. 


C.  The  Administrator  has  no 
legislative  authority  to  deny  providers 
due  process  in  appealing  assignment  or 
reassignment  to  intermediaries. 

R.  Ibe  appeals  process  established  in 
this  regulation  is  in  keeping  with  the 
intent  of  Congress.  The  House  Report 
No.  95-393,  Part  n  (p.  77)  states  in  part 
that  “ ...  if  the  Secretary  makes  a 
determination  which  is  not  in  accord 
with  the  provider’s  preference  the 
provider  and  his  chosen  intermediary  be 
given  a  full  explanation  .  .  .  ,  the 
intermediary  be  provided  with  an 
opportunity  for  a  hearing  .  .  .  [and] 
determinations  will  not  be  implemented 
until  such  time  as  the  affected 
intermediary  has  exhausted  the  appeal 
rights  available.”  The  legislative  ^tory 
makes  no  reference  to  appeal  rights  of 
providers.  We  believe  the  interests  of 
providers  are  protected  by 
reimbursement  procedures  used  by 
HCFA  and  intermediaries  in  general.  A 
change  in  intermediaries  should  have 
only  a  minimal  effect,  if  any,  on  a 
provider.  Additionally,  providers  may 
participate  in  the  hearings  afforded  to 
intermediaries  by  presenting  testimony. 

C  This  section  should  be  revised  to 
follow  the  wording  of  the  law  and 
require  the  Administrator  to  “apply” 
rather  than  consider  standards,  criteria, 
and  procedures.  Change  the  title  of  this 
section  to  read  “providers”  instead  of 
“intennediaries”, 

R.  The  criteria  and  standards  are  not 
the  only  factors  we  will  use  to  determine 
what  is  best  for  the  overall  effective  and 
efficient  administration  of  the  program. 
The  application  of  the  criteria  and 
standards  by  themselves  could  mandate 
adverse  action  against  an  intermediary 
although  the  action  would  not  benefit 
the  overall  operation  of  the  Medicare 
program.  Consideration  of  other 
mitigating  factors  might  be  appropriate 
in  some  cases. 

’The  title  of  the  section  has  been 
changed. 

%  419.17  (421.116)  Designation  of 
National  or  Regional  Intermediaries 

C.  This  section  should  be  revised  to 
require  the  Administrator  to  apply 
rather  than  to  review  the  criteria  and 
standards. 

R.  We  have  changed  the  wording  of 
the  section.  The  performance  of 
individual  intermediaries  as  measured 
by  established  criteria  and  standards  is 
only  one  of  the  factors  we  will  use  in 
determining  whether  to  establish 
national  or  regional  intermediaries.  As 
noted  above,  §  421.112  highlights  this 
policy.  We  will  also  consider  other 
factors  such  as  the  enhancing  of  the 
expertise  of  contractors  in  dealing  with 
specific  types  of  providers,  reducing 


Federal  Register  /  Vol.  45,  No.  122  /  Monday,  June  23,  1980  /  Rules  and  Regulations 


42177 


overhead  costs  in  administration  of  the 
program,  and  achieving  more  effective 
control  of  program  payments. 

C.  This  section  should  include  the 
Administrator’s  duty  to  provide  an 
explanation  for  the  designation  and  a 
reference  to  the  right  to  a  hearing  and 
judicial  review. 

R.  We  have  expanded  this  section  to 
include  these  provisions. 

C.  It  would  be  burdensome  and 
duplicative  to  designate  facility-based 
providers  or  mriltiprovider  systems 
(chains)  to  more  than  one  intermediary. 

R.  Subparts  of  providers,  such  as 
hospital-based  home  health  agencies, 
are  considered  as  part  of  the  main 
provider  and  therefore  would  not  have  a 
different  intermediary.  We  do  not  agree 
that  multi-provider  chains  necessarily 
require  one  intermediary  because  often 
the  contacts  of  each  provider  are  with 
local  servicing  intermediaries  and  only 
one  intermediary  is  designated  to 
review  home  office  costs. 

C.  The  common  characteristics  basis 
for  establishing  classes  of  providers  is 
artificial,  beyond  legislative  provisions 
and  not  appropriate. 

R.  We  believe  our  interpretation  of  the 
common  characteristics  basis  for 
establishing  classes  of  providers  does 
not  go  beyond  the  intent  of  Congress. 
Through  Medicare  law  and  hearings, 
when  Congress  intends  to  describe  a 
category  of  providers  by  function  such 
as  hospitals,  skilled  nursing  facilities  or 
home  health  agencies,  it  has  used  the 
phrase  “type  of  provider”. 

In  the  hearings  and  testimony 
accompanying  Pub.  L  95-142  references 
are  made  to  “classes  of  providers",  such 
as  proprietary  and  non-proprietary 
home  health  agencies.  ’Therefore,  we 
believe  Congress  intended  to  give  the 
Secretary  authority  broader  than  that 
implied  by  the  phrase  “type  of  provider” 
and  our  reference  in  this  section 
interprets  that  legislative  intent.  At  the 
time  a  designation  is  made  we  will 
explain  the  factors  used  in  determining 
common  characteristics  to  identify  a 
class  of  providers. 

%  419.18  (421.118)  Designation  of 
Intermediaries  for  Experiments 

The  I>rovider  associations  and  the 
Blue  Cross  Association  were  strongly 
opposed  to  this  section.  Their  comments 
were: 

C.  Section  14  of  Pub.  L.  95-142  does 
not  give  the  Secretary  authority  to  make 
such  designations. 

R.  The  commentors  are  correct  in  their 
statement  that  Pub.  L  95-142  does  not 
mention  the  experimental  authority.  42 
U.S.C.  1395b-l  provides  us  with  the 
authority  to  enter  into  experimental 
contracts.  We  have  changed  the 


statutory  references  and  the  title  of  the 
section  to  show  this  specific  authority. 

C.  The  provision  is  inconsistent  with 
the  requirement  that  parties  adversely 
affected  by  these  actions  be  afforded  an 
opportunity  for  a  hearing  with  a  right  to 
judicial  review. 

R.  It  should  be  noted  that 
experimental  contracts  are  awarded 
under  a  separate  legislative  authority,  42 
U.S.C.  1395b-l.  Accordingly,  actions 
taken  imder  the  experimental  authority 
are  not  statutorily  subject  to  the 
performance  criteria  and  statistical 
standards  or  to  administrative  and 
judicial  review. 

§  419.25  (421.110)  Requirements  for 
Approval  of  an  Agreement 

C.  This  section  should  include  a 
reference  to  the  provider’s  nomination 
of  the  agency  or  organization. 

R.  We  believe  that  the  nomination 
procedure  is  adequately  covered  in 
§  421.104  and  therefore  have  not 
amended  this  section. 

C.  Until  criteria  and  standards  are 
established  to  define  what  is  meant  by 
“sufficient  number”  in  §  421.110(c)(4), 
the  exception  clauses  should  be  retained 
allowing  an  intermediary  to  serve  only  a 
few  providers. 

R.  The  exception  clause  to  the 
"sufficient  number  of  providers” 
requirement  is  no  longer  relevant.  The 
criteria  and  standards  will  be  used  to 
determine  if  an  agency  or  organization 
meets  program  requirements,  but  they 
do  not  override  our  commitment  to 
determine  what  is  best  for  the  overall 
administration  of  the  Medicare  program. 
As  indicated  above,  several 
intermediaries,  each  meeting  the  criteria 
and  standards  and  effective  and 
efficient  in  its  own  performance,  may  be 
operating  in’s  limited  geographic  area; 
however,  for  overall  efficiency  and 
effectiveness,  only  one  intermediary 
may  be  needed.  Overall  program 
administration  takes  precedence  over 
individual  intermediary  workload  or 
performance. 

§  419.26  (421.120)  Performance  Criteria 

C.  The  criteria  do  not  include  items 
which  would  measure  performance  from 
the  provider’s  point  of  view. 

R.  The  criteria  listed  are  broad  and 
permit  assessment  of  the  beneficiary 
and  provider  services  of  the 
intermediary.  We  believe  that  the 
detailed  administrative  procedures  for 
assessing  the  criteria  adequately  cover 
the  area. 

C.  The  criteria  should  be  applicable  to 
the  Office  of  Direct  Reimbursement. 

R.  The  Office  of  Direct 
Reimbursement  is  an  administrative  arm 
of  the  Secretary  performing  under 


section  1815  of  the  Social  Security  Act. 
Section  14  of  Pub.  L.  95-142  amends 
section  1816  of  the  Act.  This  latter 
section  of  the  law  applies  only  to 
agencies  or  organizations  which  enter 
into  intermediary  agreements  with  the 
Administrator. 

C.  The  criteria  cannot  be  applied 
equitably  unless  they  can  be  made 
objective  through  some  measurable 
means. 

R.  The  criteria  will  be  used  to 
evaluate  the  overall  capabilities  of  an 
intermediary.  Over  80  measurable 
elements  have  been  developed  to 
evaluate  intermediary  compliance  with 
criteria. 

§  419.28  (421.122)  Statistical  Standards 

C.  Section  421.122  does  not 
promulgate  statistical  standards — it  only 
promises  them. 

R.  We  view  the  publication  of  the 
statistical  standards  to  be  similar  to  the 
reasonable  charge  regulations  (see  42 
CFR  405.504);  i.e.,  the  regulations  state 
the  principle  while  the  values  change 
from  year  to  year.  The  statistical 
standards  are  detailed,  complex  and 
technical.  They  treat  unit  cost  for 
processing  a  provider  bill,  adjusted  for 
non-controllable  factors;  timeliness  of 
processing  various  types  of  provider 
bills;  and  timeliness  of  settling  providers 
cost  reports.  We  believe  that  it  would 
not  be  appropriate  to  include  this 
technical  detail  in  the  regulations.  We 
have  established  in  detail  the 
methodology  and  principles  in  §  421.122. 
The  values,  as  they  change  from  one 
evaluative  period  to  another,  will  be 
published  as  a  separate  notice  in  the 
Federal  Register. 

C.  The  standards  must  be  known  to 
intermediaries  in  advance  of  the  period 
to  which  they  will  be  applied. 

R.  We  will  publish  a  notice  containing 
the  standards  in  advance  of  the 
evaluative  period  to  which  it  will  be 
applied.  The  notice  will  give  each 
individual  standard  and  the  number  of 
points  relative  to  its  importance  so  that 
each  intermediary  will  be  able  to  assess 
its  own  performance. 

C.  Interested  parties  should  have  an 
opportunity  to  comment  on  the 
standards. 

R.  The  principles  and  methodology 
were  published  under  this  section  for 
comment.  Additionally,  the  contractor 
community,  through  its  technical 
advisory  groups,  has  had  full 
opportunity  on  an  ongoing  basis  to 
comment  on  the  standards  as  they  were 
being  developed.  Workgroups  of 
contractor  representatives  have  been 
established  and  have  actively 
participated  in  the  actual  development 
of  the  criteria  and  standards.  We  also 
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plan  to  publish  the  first  set  of  standards 
as  a  Final  Notice  with  Comment  Period. 

§  419.30  (421.126)  Termination  of 
Agreements 

C.  Intermediaries  should  be  allowed  a 
grace  period  in  which  to  remedy 
noncompliance  conditions. 

R.  We  do  not  believe  a  grace  period  or 
“get  well”  period  is  necessary.  The 
criteria  are  published  as  a  part  of  this 
reg^llation  and  the  statistical  standards 
will  be  published  as  a  notice  in  the 
Federal  Register  in  advance  of  the 
evaluative  period  in  which  they  will  be 
applied.  In  addition,  the  statistical 
standards  are  based  on  measures  which 
have  been  used  for  evaluation  of 
intermediary  performance  since  the 
inception  of  the  Medicare  program.  They 
include  timeliness  of  bill  processing, 
timeliness  of  provider  cost  report 
settlements  and  unit  cost.  Data 
indicating  intermediary  performance 
have  been  issued  quarterly  to  all 
intermediaries  and  have  been  available 
as  well  to  the  provider  community  and 
to  the  public.  The  statistical  standards 
will  contain  a  formula  using  multiple 
regression  analysis  to  adjust  imit  cost 
for  significant  measurable  factors 
beyond  the  intermediary’s  control.  We 
have  designed  the  standards  to  identify 
intermediary  performance  that  is  clearly 
inefficient 

Since  the  intermediaries  will  know  the 
measures  against  which  their 
performances  will  be  judged,  they  will 
be  able  to  evaluate  themselves  on  an 
ongoing  basis.  Intermediary 
management  will  have  a  continuing 
opporbmity  to  identify  and  correct 
deficiencies  and  so  should  be  aware  of  a 
failing  performance.  Such  a  failure, 
while  constituting  grounds  for  adverse 
action,  will  not  necessarily  result  in 
termination.  Moreover,  because  the  use 
of  criteria  and  standards  in  evaluation 
of  intermediary  performance  is  a  new 
approach,  we  will  conform  to  past 
practices  the  adverse  administrative 
actions  we  will  take  as  a  result  of 
evaluations  during  the  first  review 
period  (fiscal  year  1980).  Consequently, 
rather  Aan  terminate  a  contract,  we 
might  eliminate  automatic  renewal 
clauses  from  standard  contracts  or  offer 
only  a  short  term  contract  to  an 
intermediary  that,  for  the  first  time,  has 
a  poor  performance. 

C.  The  section  should  include  specific 
time  requirements  for  notices  of 
termination. 

R.  We  do  not  believe  that  we  need  to 
include  specific  time  requirements.  The 
120-day  prior  notification  requirement 
previously  specified  in  the  regulations 
was  based  upon  2-year  contracts.  We 
now  employ  1-year  renewable  contracts 


with  the  intermediaries.  These  contracts 
include  a  termination  clause  requiring  90 
days  prior  notification  before 
proceeding  with  a  termination. 
Consequently,  in  our  view,  it  is 
unnecessary  to  specify  the  time  period 
in  regulations. 

§  419.31  (421.128)  Intermediary’s 
Opportunity  for  a  Hearing  and  Right  to 
Judicial  Review 

C.  The  15-day  period  for  requesting  a 
hearing  is  inordinately  short  (mail 
delays). 

R.  We  have  increased  the  time  frame 
for  requesting  a  hearing  from  15  days  to 
20  days.  In  setting  this  period,  we  have 
allowed  five  days  for  mail  delivery. 

C.  Providers  should  be  permitted  to 
submit  written  comments  for  inclusion 
in  the  record  of  the  hearing  and  be 
allowed  to  participate  in  a  hearing 
requested  by  an  intermediary. 

R.  The  hearing  procedures  we  follow 
will  include  the  presentation  of  written 
testimony  and  the  calling  of  witnesses. 
We  expect  that  providers  may  be  asked 
to  participate. 

Changes  Not  in  Response  to  Public 
Comment 

We  have  revised  .§  421.100(a)  to 
conform  with  Professional  Standards 
Review  Organizations  (PSRO) 
regulations  published  on  February  22, 
1978.  The  new  language  stipulates  that, 
when  a  PSRO  is  performing  review  of 
services,  final  determinations  of  medical 
necessity  must  be  made  by  the  PSRO 
and  are  binding  for  the  purposes  of 
payment. 

We  have  also  made  technical 
clarifying  changes  in  §  421.120.  In 
addition,  §§  421.120(a)(4),  (c)(2),  and  (f) 
have  been  deleted*,  die  first  and  third 
because  the  criteria  could  not  be 
objectively  measured,  and  the  second 
because  the  provision  on  Part  A 
overpayments  to  beneficiaries  is  such  a 
rare  occurrence  that  it  does  not  need 
coverage  by  a  special  criterion. 

In  §  421.120(b)(3),  the  phrase  "Limit 
expenditures  to  those  in  the  approved 
budget”  has  been  revised  to  read  “Limit 
expenditures  to  budget  approvals.”  This 
language  was  developed  to  reflect  more 
accurately  the  relationship  between 
contractor  expenditure  and  the  budget 
approval  process. 

Subpart  C — Cartiers 

Section  14  of  Pub.  L.  95-142  does  not 
apply  to  carriers;  consequently  no 
substantive  changes  were  proposed  for 
our  current  regulations.  In  accordance 
with  our  plan  for  the  recodification  of 
Medicare  regulations,  however,  we 
placed  all  provisions  relating  to 
intermediaries  and  carriers  into  a  new 


42  CFR  Part  421  and  made  some 
organizational  and  editorial  changes  in 
the  carrier  provisions  to  improve  their 
clarity  and  readability. 

Currently,  we  are  developing  criteria, 
standards,  and  procedures  for 
evaluating  the  performance  or  potential 
performance  of  carriers  and  prospective 
carriers.  Those  criteria,  standards,  and 
procedures  will  be  published  as  a  Notice 
of  Proposed  Rulemaking.  At  that  time, 
we  will  address  comments  we  received 
on  the  carrier  sections  in  response  to  the 
November,  1978  NPRM. 

We  have  revised  421.200(a)  in  the 
same  meumer  as  §  421.100(a),  discussed 
above,  to  conform  with  P^O 
regulations  published  on  February  22, 
1978.  When  a  PSRO  is  performing 
review  of  Part  B  services,  final 
determinations  of  medical  necessity 
must  be  made  by  the  PSRO  and  are 
binding  for  the  purposes  of  claims 
payment. 

Recodificatkm  of  Medicare  Regulations 

When  HCFA  regulations  were 
transferred  to  42  CFR  Chapter  IV,  the 
Medicare  regulations  were  left  in  a 
single  Part  405.  As  part  of  Operation 
Common  Sense,  these  regulations  are  to 
be  reorganized,  simplified,  and^ 
renumbered  to  make  them  easier  to  use. 
A  tentative  outline  of  the  parts  and 
subparts  to  which  Medicare  regulations 
will  gradually  be  transferred  will  be 
published  shortly. 

The  NPRM  for  this  particular 
regulation  would  have  placed  the 
policies  dealing  with  intermediaries  and 
carriers  in  a  new  Part  419.  Changes  in 
the  overall  plan  have  required  that  we 
transfer  those  policies  to  Part  421. 

The  following  redesignation  table 
presents  the  previous  Subpart  F 
numbers,  the  NPRM  numbers  and  the 
final  regulation  niunbers  to  help  the 
reader  identify  the  sections  that  are 
derived  &om  the  revised  sections  of  the 
previous  Subpart  F. 

Redesignation  Table 


Old  section 

NPRM 

section 

New 

section 

419.13 

419.3(c) 

421.104 

421. 5<c) 
421.5(b) 
421.6(a) 
421.103 

. 

am  (LSI  (r) 

419.3(b) 

419.3(a) 

419.12 

40S  (551(d) . . 

405.654.  _  ..  _ 

dr»  . 

419.14 

419.13 

421.105 

421.104 

405.656 . . . . _.... 

405.660 . . . . . . 

419.25 

421.110 

419.30 

421.126 

405.670,  405.677,  405S78-.  . 

419.40 

421.200 

405S71 

419.2 

421  a 

405.672 _ _ _ _ 

419.3(a) 

419.41 

421.5(a> 

421.202 

405  673 

405  675  . 

419.44 

421204 

405  676 

419.45 

421.205 
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42  CFR  Chapter  IV  is  amended  as  set 
forth  below. 

PART  405— FEDERAL  HEALTH 
INSURANCE  FOR  THE  AGED  AND 
DISABLED 

1.  The  table  of  contents  for  Part  405, 
Subpart  F  is  amended  by  revising  the 
title  of  Subpart  F,  by  vacating  and 
reserving  S  405.601,  and  by  vacating 
§§  405.651  through  405.656  and  405.660 
through  405.678  as  follows: 

Subpart  F— Notice,  Election  and 
Agreements 

Sec. 

405.640  Notice  of  determination  by  the 
Secretary  rescinding  approval  of 
coverage  of  services  of  independent 
laboratory  or  supplier  of  portable  X-ray 
services. 

405.658  Emergency  hospital  services; 
hospital  election  to  receive  health 
insurance  payments. 

405.659  Reinstatement  of  emergency  service 
hospital  after  notice  of  failure  to  continue 
to  comply. 

405.685  A^eements  with  States  pursuant  to 
section  1864;  general 

405.690  Agreements  with  ESRD  facilities  for 
reimbursement  of  home  dialysis 
equipment  without  regard  to  deductibles 
and  coinsurance. 

405.691  Agreements  with  approved 
providers  or  ESRD  facilities  for 
reimbursement  of  home  dialysis  supplies, 
equipment,  and  support  services  on  a 
target  reimbursement  rate  basis. 

§  405.601  [Reserved] 

2.  Section  405.601  is  vacated  and 
reserved. 

3.  Sections  405.651  through  405.656 
and  405.660  through  405.678  are  vacated, 
and  their  content  is  reidsed  and 
recodified  under  a  new  Part  421. 

§§  405.651  through  405.656  [Deleted] 

§§  405.660  through  405.678  [Deleted] 

4.  A  new  part  421  is  added  to  read  as 
follows: 

PART  421— INTERMEDIARIES  AND 
CARRIERS 

Subpart  A— Scope,  Definitions,  and  General 
Provisions 

Sec. 

421.1  Scope. 

421.3  Definitions. 

421.5  General  provisions. 

Subpart  E— Intermediaries 

421.100  Intermediary  functions. 

421.103  Option  available  to  providers. 

421.104  Nominati<His  for  intermediary. 

421.105  Notification  of  action  on 
nomination. 

421.106  Change  to  another  intermediary  or 
to  direct  payment. 

421.110  Requirements  for  approval  of  an 
agreement. 


421.112  Considerations  relating  to  the 

effective  and  efficient  administration  of 
the  program. 

421.114  Assignment  and  reassignment  of 
intermediaries  by  the  Administrator. 
421.116  Designation  of  national  or  regional 
intermediaries. 

421.118  Awarding  of  experimental 
contracts. 

421.120  Performance  criteria. 

421.122  Statistical  standards. 

421.124  Intermediary's  failure  to  meet 
criteria  or  standards. 

421.126  Termination  of  agreements. 

421.128  Intermediary’s  opporhmity  for 
hearing  and  right  to  judicial  review. 

Subpart  C— Carriers 

421.200  Carrier  functions. 

421.202  Requirements  and  conditions. 

421.204  Provision  for  automatic  renewal  of 
contracts. 

421.205  Termination  by  the  Secretary. 

Subpart  A— Scope,  Definitions,  and 
General  Provisions 

§  421.1  Basis  and  scope. 

(a)  This  part  is  based  on  sections  1815, 
1816  and  1842  of  the  Social  Security  Act 
and  42  U.S.C.  1395b-l  (experimental 
authority). 

(b)  Hie  provisions  of  this  part  apply  to 
agreements  with  Part  A  (Hospital 
Instance]  intermediaries  and  contracts 
with  Part  B  (Supplementary  Medical 
Insurance)  carriers.  They  specify  criteria 
and  standards  to  be  used  in  selecting 
intermediaries  and  evaluating  their 
performance;  in  assigning  or  reassigning 
a  provider  or  providers  to  particular 
intermediaries,  and  in  designating 
regional  or  national  intermediaries  for 
certain  classes  of  providers.  The 
provisions  set  for&  the  (^portimity  few  a 
hearing  for  intermediaries  and  carriers 
affected  by  certain  adverse  actions.  The 
adversely  affected  intermediaries  may 
request  a  judicial  review  of  hearings 
decisions  on  (a)  assignment  or 
reassignment  of  a  provider  or  providers 
or  (b)  designation  of  an  intermediary  or 
intermediaries  to  serve  a  class  of 
providers. 

§  421.3  Definitions. 

As  used  in  this  park  “Acf"  means  the 
Social  Security  Act 
“Administrator"  means  the 
Administrator  of  the  Health  Care 
Financing  Administration  (HCFA). 

"Comer”  means  an  organization  that 
has  entered  into  a  contract  with  the 
Administrator  to  perform  designated 
functions  in  the  administration  of  Part  B 
of  the  Medicare  program. 

“Intermediary"  means  an 
organization  that  has  entered  into  an 
agreement  with  the  Administrator  to 
perform  designated  functions  in  the 
administration  of  the  Medicare  program. 


For  purposes  of  applying  the 
performance  criteria  in  §  421.120  and  the 
statistical  standards  in  §  421.122  and 
any  adverse  action  resulting  from  such 
application,  the  term  intermediary  also 
means  a  Blue  Cross  Plan  which  has 
entered  into  a  subcontract  approved  by 
the  Administrator  with  the  Blue  Cross 
Association  to  perform  intermediary 
functions. 

“Provide^'  means  a  hospital,  skilled 
nursing  facility  (SNF),  home  health 
agency  (HHA),  or  a  clinic  or  agency 
furnishing  outpatient  physical  therapy  or 
speech  pathology  services  under  the 
Medicare  program. 

“Secretary'  means  the  Secretary  of 
Health,  Education,  and  Welfare  or  a 
delegate. 

§  421.5  General  provisions. 

(a)  Competitive  bidding  not  required 
for  carriers.  The  Administrator  may 
enter  into  contracts  with  carriers,  or 
with  intermediaries  to  act  as  carriers  in 
certain  circumstances,  without  regard  to 
section  3709  of  the  U.S.  Revised  Statutes 
or  any  other  provision  of  law  that 
requires  competitive  bidding. 

(b)  Indemnification  of  intermediaries 
and  carriers.  Intermediaries  and  carriers 
act  on  behalf  of  the  Administrator  in 
carrying  out  certain  administrative 
responsibilities  that  the  law  imposes. 
Accordingly,  their  agreements  and 
contracts  contain  clauses  providing  for 
indemnification  wnth  respect  to  actions 
taken  on  behalf  of  the  Administrator 
and  the  Administrator  is  the  real  party 
of  interest  in  any  litigation  involving  ffie 
administration  of  the  program. 

(c)  Use  of  intermediaries  to  perform 
carrier  functions.  The  Administrator 
may  contract  with  an  intermediary  to 
perform  carrier  functions  with  respect  to 
services  for  which  Part  B  payment  is 
made  to  a  provider. 

(d)  Nonrenewal  of  agreement  or 
contract  Notwithstan^ng  any  of  the 
provisions  of  this  part,  the 
Administrator  has  the  authority  not  to 
renew  an  agreement  or  contract  when 
its  term  expires. 

(e)  Intermediary  availability  in  an 
area.  For  more  effective  and  efffeient 
administration  of  the  program,  the 
Administrator  retains  the  right  to 
expand  or  diminish  the  geographical 
area  in  which  an  intermediary  is 
available  to  serve  providers. 

Subpart  B— Intermediaries 

§  421.100  Intermediary  functions. 

An  agreement  between  the 
Administrator  and  an  intermediary  shall 
provide  for  the  performance  of  the 
following  functions: 
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(a)  Coverage.  The  intermediary  must 
assure  that  it  makes  payments  only  for 
services  that  are: 

(1)  Furnished  to  Medicare 
beneficiaries; 

(2)  Covered  under  Medicare  part  A  or 
part  B. 

Medically  necessary.  When  a 
Professional  Standards  Review 
Organization  (PSRO)  has  assumed 
review  responsibility  in  accordance  with 
the  applicable  provisions  of  Part  463  of 
this  chapter,  the  PSRO  shall  make  final 
determinations  of  medical  necessity 
which  are  binding  for  purposes  of 
payment. 

(b)  Fiscal  management.  The 
intermediary  must  receive,  disburse,  and 
account  for  funds  in  making  Medicare 
payments. 

(c)  Provider  audits.  The  intermediary 
must  audit  the  records  of  providers  of 
services  as  necessary  to  assure  proper 
payments. 

(d)  Utilization  patterns.  The 
intermediary  must  assist  providers  to: 

(1)  Develop  procedures  relating  to 
utilization  practices; 

(2)  Make  studies  of  the  effectiveness 
of  those  procedures  and  recommend 
methods  to  improve  them; 

(3)  Evaluate  the  results  of  utilization 
review  activity;  and 

(4)  Assist  in  the  application  of 
safeguards  against  unnecessary 
utilization  of  services. 

(e)  Resolution  of  cost  report  disputes. 
The  intermediary  must  establish  and 
maintain  procedures  approved  by  the 
Administrator  to  consider  and  resolve 
any  disputes  that  may  result  from 
provider  dissatisfaction  with  an 
intermediary’s  determinations 
concerning  provider  cost  reports. 

(f)  Review  and  reconsideration  of 
determinations.  The  intermediary  must 
establish  and  maintain  procedures 
approved  by  the  Administrator  for  the 
review  and  reconsideration  of 
determinations  that  deny  payments  to 
an  individual  or  to  the  provider  who 
furnished  services  to  the  individual. 

(g)  Information  and  reports.  The 
intermediary  must  furnish  to  the 
Administrator  any  information  and 
reports  that  the  Administrator  requests 
in  order  to  carry  out  his  or  her 
responsibilities  in  the  administration  of 
the  Medicare  program. 

(h)  Other  terms  and  conditions.  The 
intermediary  must  comply  with  all 
applicable  laws  and  regulations  and 
with  any  other  terms  and  conditions 
included  in  its  agreement. 

§  421.103  Option  available  to  providers. 

A  provider  may  elect  to  receive 
payment  for  covered  services  furnished 
to  Medicare  beneficiaries: 


(a)  Directly  from  the  Administrator; 
or  - 

(b)  Through  an  intermediary,  when 
both  the  Administrator  and  the 
intermediary  consent. 

§  421.104  Nominations  for  intermediary. 

(a)  Nomination  by  groups  or 
associations  of  providers.  (1)  An 
association  of  providers  may  nominate 
an  organization  or  agency  to  serve  as 
intermediary  for  its  members. 

(2)  The  nomination  is  not  binding  on 
any  member  of  the  association  if  it 
notifies  the  Administrator  of  its 
nonconcurrence  with  the  nomination. 

(3)  The  nomination  must  be  made  in 
writing,  to  the  Administrator,  and  must: 

(i)  Identify  the  proposed  intermediary 
by  giving  complete  name  and  address; 

(ii)  Include,  or  furnish  as  an 
attachment,  the  name,  address,  and  bed 
capacity  (or  patient  care  capacity  in  the 
case  of  home  health  agencies)  of  each 
member  of  the  association; 

(iii)  List  the  members  that  have 
concurred  in  the  nomination  of  the 
proposed  intermediary;  and 

(iv)  Be  signed  by  an  authorized 
representative  of  ^e  association. 

(b)  Nomination -by  nonmembers  or 
nonconcurring  members.  Providers  that 
nonconcur  in  their  association's 
nomination,  or  are  not  members  of  an 
association,  may: 

(1)  Form  a  group  of  2  or  more 
providers  for  the  specific  purpose  of 
nominating  an  intermediary,  in 
accordance  with  provisions  of 
paragraph  (a)  of  ^is  section;  or 

(2)  Exercise  their  right  to  receive 
payment  directly  from  the  Administrator 
in  accordance  with  §  421.103. 

(c)  The  Administrator  is  not  required 
to  enter  into  an  agreement  with  a 
proposed  intermediary  solely  because  it 
has  been  nominated. 

§  421.105  Notification  of  action  on 
nomination. 

(a)  The  Administrator  will  send,  to 
each  member  of  a  nominating 
association  or  group,  written  notice  of  a 
decision  to  enter  into  or  not  enter  into  ' 
an  agreement  with  the  nominated 
organization  or  agency. 

(b)  Any  member  of  a  group  or 
association  having  more  than  one 
nominated  intermediary  approved  by 
the  Administrator  to  act  on  its  behalf 
shall  withdraw  its  nomination  from  all 
but  one  or  exercise  the  option  provided 
in  I  421.103  to  receive  payment  directly 
from  the  Administrator. 

§  421.106  Change  to  another  intermediary 
or  to  direct  payment 

(a)  Any  provider  may  request  a 
change  of  intermediary,  or  that  it  be 
paid  directly  by  the  Administrator,  by 


(1)  Giving  the  Administrator  written 
notice  of  its  desire  at  least  120  days 
before  the  end  of  its  current  frscal  year; 
and 

(2)  Concurrently  giving  written  notice 
to  its  intermediary. 

(b)  If  the  Administrator  finds  the 
change  is  consistent  with  effective  and 
efficient  administration  of  the  program 
and  approves  the  request  under 
paragraph  (a),  he  or  she  will  notify  the 
provider,  the  outgoing  intermediary  and 
the  newly  elected  intermediary  (if  any) 
that  the  change  will  be  effective  on  the 
first  day  following  the  close  of  the  fiscal 
year  in  which  the  request  was  filed. 

§  421.1 10  Requirements  for  approval  of 
an  agreement. 

Before  entering  into  or  renewing  an 
intermediary  agreement,  the 
Administrator  will: 

(a)  Determine  that  to  do  so  is 
consistent  with  the  effective  and 
efficient  administration  of  the  Medicare 
program: 

(b)  Review  the  performance  of  the 
intermediary  as  measured  by  the  criteria 
(§  421.120)  and  standards  (§  421.122); 
and 

(c)  Determine  that  the  intermediary  or 
prospective  intermediary: 

(1)  Is  willing  and  able  to  assist 
providers  in  the  application  of 
safeguards  against  unnecessary 
utilization  of  services; 

(2)  Meets  all  solvency  and  financial 
responsibility  requirements  imposed  by 
the  statutes  and  regulatory  authorities  of 
the  State  or  States  in  which  it,  or  any 
subcontractor  performing  some  or  all  of 
its  functions,  would  serve; 

(3)  Has  the  overall  resources  and 
experience  to  administer  its 
responsibilities  rmder  the  Medicare 
program  and  has  an  existing 
operational,  statistical,  and 
recordkeeping  capacity  to  carry  out  the 
additional  program  responsibilities  it 
proposes  to  assume.  The  Administrator 
will  presume  that  an  intermediary  or 
prospective  intermediary  meets  this 
requirement  if  it  has  at  least  5  years 
experience  in  paying  for  or  reimbursing 
the  cost  of  health  services: 

(4)  Will  serve  a  sufficient  number  of 
providers  to  permit  a  finding  of  effective 
and  efficient  administration.  Under  this 
criterion  no  intermediary  or  prospective 
intermediary  shall  be  foimd  to  be  not 
efficient  or  effective  solely  on  the 
grounds  that  it  serves  only  providers 
located  in  a  single  State;  ' 

(5)  Has  acted  in  good  faith  to  achieve 
effective  cooperation  with  the  providers 
it  will  service  and  with  the  physicians 
and  medical  societies  in  the  area; 
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(6)  Has  established  a  record  of 
integrity  and  satisfactory  service  to  the 
public:  and 

(7)  Has  an  affirmative  equal 
employment  opportunity  program  that 
complies  with  the  fair  employment 
provisions  of  the  Civil  Rights  Act  of  1964 
and  Executive  Order  11246,  as  amended. 

§421.112  Consideratiofis  relating  to  the 
effective  and  efficient  administration  of  the 
program. 

(a)  In  order  to  accomplish  the  most 
effective  and  efficient  administration  of 
the  Medicare  program,  determinations 
may  be  made  by  the  Secretary  with 
respect  to  the  termination  of  an 
intermediary  agreement,  or  by  the 
Administrator  with  respect  to  the: 

(1)  Renewal  of  an  intermediary 
agreement  (§  421.110); 

(2)  Assignment  or  reassignment  of 
providers  to  an  intermediary  (§  421.114); 
or 

(3)  Designation  of  a  regional  or 
national  intermediary  to  serve  a  class  of 
providers  (§  421.116). 

(b)  When  taking  the  actions  listed  in 
paragraph  (a),  the  Secretary  or  the 
Administrator  will  consider  the 
performance  of  the  individual 
intermediary  in  its  Medicare  operations 
using  the  factors  contained  in  the 
performance  criteria  (§  421.120)  and 
statistical  standards  (§  421.122). 

(c)  In  addition,  when  taking  ffie 
actions  listed  in  paragraph  (a),  the 
Secretary  or  the  Administrator  may 
consider  factors  relating  to: 

(1)  Consistency  in  the  administration 
of  program  policy; 

(2)  Development  of  intermediary 
expertise  in  difficult  areas  of  program 
administration; 

(3)  Individual  capacity  of  available 
intermediaries  to  serve  providers  as  it  is 
affected  by  such  considerations  as: 

(i)  Program  emphasis  on  the  number 
or  type  of  providers  to  be  served,  or 

(ii)  Changes  in  data  processing 
technology; 

(4)  Overdependence  of  the  program  on 
the  capacity  of  an  intermediary  to  an 
extent  that  services  could  be 
interrupted; 

(5)  Economy  in  the  delivery  of 
intermediary  services; 

(6)  Timeliness  in  the  delivery  of 
intermediary  services; 

(7)  Duplication  in  the  availability  of 
intermediaries; 

(8)  Conflict  of  interest  between  an 
intermediary  and  provider;  and 

(9)  Any  additional  pertinent  factors. 

§  421.1 14  Assignment  and  reassignment 
of  providers  by  the  Admintetrator. 

The  Administrator  may  assign  or 
reassign  any  provider  to  any 


intermediary  if  he  or  she  determines  that 
the  assignment  or  reassignment  will 
result  in  more  effective  and  efficient 
administration  of  the  Medicare  program. 
Before  making  this  determination,  the 
Administrator  will  consider 

(a)  The  preferences  of  the  provider 

(b)  The  availability  of  an  intermediary 
as  specified  in  §  421.5(e);  and 

(c)  Intermediary  performance 
measured  against  the  criteria  and 
standards  specified  in  §§  421.120  and 
421.122. 

§  421.1 16  Designation  of  national  or 
regional  Intermediaries. 

(a)  After  considering  intermediary 
performance  measured  against  the 
criteria  and  standards  specified  in 
§§  421.120  and  421.122,  the 
Administrator  may  designate  a 
particular  intermediary  to  serve  a  class 
of  providers  nationwide  or  in  any 
geographic  area  he  or  she  defines.  The 
Administrator  may  make  this 
designation  if  he  or  she  determines  that 
it  will  result  in  a  greater  degree  of 
effectiveness  and  efficiency  in  the 
administration  of  the  Medicare  program 
than  could  be  achieved  by  an 
assignment  of  providers  to  an 
intermediary  preferred  by  the  providers. 

(b)  No  designation  may  be  made  until 
the  affected  providers  and 
intermediaries  are  given  an  explanation 
and  the  intermediaries  are  advised  of 
their  right  to  a  hearing  and  judicial 
review  as  specified  in  §  421.128.  This 
provision  does  not  apply  to 
experimental  contracts  awarded  under 
§  421.118. 

(c)  To  designate  an  intermediary,  the 
Administrator  may  establish  classes  of 
providers  on  the  basis  of: 

(1)  The  type  of  provider,  for  example, 
hospital,  skilled  nursing  facility,  home 
health  agency;  or 

(2)  Common  chciracteristics. 

§  421.1 18  Awarding  of  experimental 
contracts. 

Notwithstanding  the  provisions  of 
§  421.103  and  §  421.104,  the 
Administrator  may  award  a  fixed  price 
or  performance  incentive  contract  under 
the  experimental  authority  contained  in 
42  U.S.C.  1395b-l  for  performance  of 
any  of  the  functions  specified  in 
§  421.100.  Action  taken  by  the 
Administrator  under  this  paragraph  is 
not  subject  to: 

(a)  The  administrative  and  judicial 
review  which  would  othenvise  be 
available  under  §  421.128;  or 

(b)  Performance  criteria  and  statistical 
standards  review  as  provided  for  in 

§§  421.120  and  421.122. 


§  421.120  PorformwKe  crltMla. 

(a)  General  administration.  To 
demonstrate  overall  effectiveness  in 
carrying  out  its  Medicare 
responsibilities,  the  intermediary  must: 

(1)  Identify  and  refer  program  integrity 
issues  in  accordance  with  general  HCFA 
instructions; 

(2)  Comply  with  provisions  in  its 
agreement  regarding  subcontracts  with  a 
third  party; 

(3)  Establish  and  follow  procedures 
for  identification  and  control  of  conflict- 
of-interest  situations; 

(4)  Maintain  proper  safeguards  of 

program  funds,  records,  and  property: 
and  / 

(5)  Comply  with  all  laws  and 
regulations  concerning  disclosure  of 
information  and  establish  safeguards 
against  invasion  of  individual  privacy, 
in  accordance  with  the  Privacy  Act. 

(b)  Fiscal  management.  To  manage 
Federal  funds,  including  benefit 
payments  and  administrative  costs,  in 
an  efficient  and  effective  manner,  the 
intermediary  must: 

(1)  Allocate  allowable  Medicare 
administrative  expenses  in  an  equitable 
manner, 

(2)  Submit  timely  budget  proposals  in 
accordance  with  HCFA  instructions; 

(3)  Limit  expenditures  to  budget 
approvals: 

(4)  Obtain  advances  of  funds  through 
proper  letter  of  credit  procedures;  and 

(5)  Submit  accurate  and  timely 
financial  reports  as  required. 

(c)  Beneficiary  service  activities.  To 
insure  that  beneficiaries  are  treated  in 
accordance  with  the  existing  law, 
regulations,  and  policies  the 
intermediary  must 

(1)  Accurately  and  promptly  process 
beneficiary  and  provider  appeals  of 
individual  claims  determinations: 

(2)  Arrange  for  the  accurate  and 
prompt  reftmd  of  incorrectly  collected 
money  to  affected  beneficiaries;  and 

(3)  Respond  promptly  and  accurately 
to  beneficiary  inquiries 

(d)  BUI  processing  In  order  to  process 
Medicare  bills  in  an  rn  curate,  timely, 
and  economical  manner  and  to  perform 
other  contractual  tun.  lious  related  to 
the  claims  process  a  '<•:  effective 
utilization  of  medir  a  '■ervices,  the 
intermediary  musi 

(1)  Maintain  an  aor-.-iate  system  for 
the  control  of  all  biiis 

(2)  Process  admission  and  Start-of- 
Care  notices  so  thai  ar  i-urate  and  timely 
Reports  of  EligibiliH  ire  released  to  the 
provider, 

(3)  Review  pruviae'-  Mills  and  make 
correct  coverage  dete’-mnations, 
providing  the  benefit  with  accurate 
and  timely  notice  .  t  equired; 
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(4)  Assist  providers  in  developing  and 
maintaining  procedures  to  guard  against 
unnecessary  utilization  of  services; 

(5)  Accurately  and  promptly 
determine  provider  requests  for  waiver 
of  liability  and  accurately  apply  these 
determinations  to  bills; 

(6)  Transmit  accurate  and  timely  bill 
information  to  HCFA;  and 

(7)  Furnish  the  Administrator  with 
timely  and  accurate  reports  of  the  bill 
processing  function. 

(e)  Provider  reimbursements.  To 
insure  that  Medicare  payments  are 
made  properly,  in  accordance  with  Part 
405,  Subpart  D,  of  this  chapter,  the 
intermediary  must: 

(1)  Accurately  and  promptly  establish, 
review  and,  where  appropriate,  adjust 
interim  rates  for  providers; 

(2)  Establish  and  manage  a  provider 
cost  report  settlement  program  to 
receive  cost  reports  from  providers  and 
arrange  for  the  review,  audit,  and 
settlement  of  cost  reports; 

(3)  Accurately  apply  the  principles  of 
reimbursement  to  insure  that  only 
reasonable  and  allowable  costs  incurred 
in  furnishing  covered  services  to 
Medicare  beneficiaries  are  reimbursed 
by  the  Medicare  program  based  on  cost 
reports  received  from  providers; 

(4)  Promptly  and  in  accord  with 
program  instructions,  identify,  control, 
and  recover  or  otherwise  dispose  of, 
overpayments  to  providers; 

(5)  Promptly  notify  providers  of  their 
rights  to  appeal  cost  report  settlements, 
explain  the  procedures  involved,  and 
process  appeals;  and 

(6)  Furnish  the  Administrator  with 
provider  reimbursement,  cost  report, 
and  overpayment  data  as  required  in 
program  instructions  or  when  requested. 

§  42 1 . 1 22  Statistical  standards. 

(a)  The  Administrator  will  develop 
standards  of  timeliness,  cost,  and 
quality,  to  be  used  in  further  evaluating 
the  performance  of  those  intermediaries 
that  satisfy  the  criteria  in  §  421.122. 

(b)  These  standards  will  be  derived 
from  application  of  acceptable 
statistical  measures  of  variation  to 
nationwide  intermediary  experience 
during  a  base  period.  Any  standards 
derived  from  base  period  experience 
and  dealing  with  administrative  cost 
will  be  adjusted  to  reflect  the  estimated 
effect  of  inflation  and  increased 
productivity. 

(c)  The  performance  of  intermediaries 
during  the  base  period  will  also  be 
studied,  using  multiple  regression 
analysis,  to  determine  measurable 
factors  that  are  not  within  the 
intermediary’s  control,  but  significantly 
affect  selected  performance  standards. 
The  Secretary  will  determine  which  non- 


controllable  factors  will  be  used  in 
adjusting  performance  standards. 

(d)  The  development  and  revision  of 
standards  for  evaluating  intermediary 
performance  will  be  a  continuing 
process.  Before  the  beginning  of  each 
evaluation  period,  the  Administrator 
will  publish  a  list  of  standards  as  a 
notice  in  the  Federal  Register. 

§  421.124  Intermediary’s  failure  to  meet 
criteria  or  standards. 

Failure  by  an  intermediary  to  meet,  or 
demonstrate  the  capacity  to  meet,  the 
criteria  or  standards  speciHed  in 
§  §  421.120  and  421.122  may  be  grounds 
for  adverse  action  by  the  Secretary  or 
by  the  Administrator,  such  as 
reassigning  providers,  offering  a  short¬ 
term  agreement,  or  termination.  If  an 
intermediary  meets  all  criteria  and 
standards  in  its  overall  performance,  but 
does  not  meet  them  with  respect  to  a 
specific  provider  or  class  of  providers, 
the  Administrator  may  reassign  that 
provider  or  class  of  providers  to  another 
intermediary  in  accordance  with 
§  421.114. 

§  421.126  Termination  of  agreements. 

(a)  Termination  by  intermediary. 

An  intermediary  may  terminate  its 

agreement  at  any  time  by: 

(1)  Giving  written  notice  of  its 
intention  to  the  Administrator  and  to  the 
providers  it  services  at  least  180  days 
before  its  intended  termination  date; 
and 

(2)  Giving  public  notice  of  its  intention 
by  publishing  a  statement  of  the 
effective  date  of  termination  at  least  60 
days  before  that  date.  Publication  must 
be  in  a  newspaper  of  general  circulation 
in  each  community  served  by  the 
intermediary. 

(b)  Termination  by  the  Secretary,  and 
right  of  appeal.  (1)  'The  Secretary  may 
terminate  an  agreement  if: 

(1)  The  intermediary  fails  to  comply 
with  the  requirements  of  this  subpart; 

(ii)  The  intermediary  fails  to  meet  the 
criteria  or  standards  specified  in 

§§  421.120  and  421.122;  or 

(iii)  The  Administrator  has  reassigned, 
under  §§  421.114  or  421.116,  all  of  the 
providers  assigned  to  the  intermediary. 

(2)  If  the  Secretary  decides  to 
terminate  an  agreement,  he  or  she  will 
offer  the  intermediary  an  opportunity  for 
a  hearing,  in  accordance  with  §  421.128. 

(3)  If  the  intermediary  does  not 
request  a  hearing,  or  if  the  hearing 
decision  affirms  the  Secretary’s 
decision,  the  Secretary  will  provide 
reasonable  notice  of  the  effective  date 
of  termination  to: 

(i)  The  intermediary; 

(ii)  The  providers  served  by  the 
intermediary;  and 


(iii)  The  general  public. 

(4)  The  providers  served  by  the 
intermediary  will  be  given  the 
opportunity  to  nominate  another 
intermediary,  in  accordance  with 
§  421.104. 

§  421.128  Intermediary’s  opportunity  for 
hearing  and  right  to  judicial  review. 

(a)  Basis  for  appeal.  An  intermediary 
adversely  affected  by  any  of  the 
following  actions  shall  be  granted  an 
opportunity  for  a  hearing: 

(1)  Assignment  or  reassignment  of 
providers  to  another  intermediary. 

(2)  Designation  of  a  national  or 
regional  intermediary  to  serve  a  class  of 
providers. 

(3)  Termination  of  the  agreement. 

(b)  Request  for  hearing.  The 
intermediary  shall  file  the  request  with 
the  Administrator  within  20  days  from 
the  date  on  the  notice  of  intended 
action. 

'  (c)  Hearing  procedures.  The  hearing 
officer  shall  be  a  representative  of  the 
secretary  and  not  otherwise  a  party  to 
the  initial  administrative  decision.  The 
intermediary  may  be  represented  by 
counsel  and  may  present  evidence  and 
examine  witnesses.  A  complete 
recording  of  the  proceedings  at  the 
hearing  will  be  made  and  transcribed. 

(d)  Judicial  review.  An  adverse 
hearing  decision  concerning  action 
under  paragraph  (a)(1)  or  (a)(2)  of  this 
section  is  subject  to  judicial  review  in 
accordance  with  chapter  7  of  Title  5, 
United  States  Code. 

(e)  As  specified  in  §  421.118,  contracts 
awarded  under  the  experimental 
aythority  of  the  Administrator  are  not 
subject  to  the  provisions  of  this  section. 

Subpart  C— Carriers 

§  42 1 .200  Carrier  functions. 

A  contract  between  the  Administrator 
and  a  carrier  shall  provide  for  the 
performance  of  the  following  functions: 

(a)  Coverage.  (1)  The  carrier  must 
assure  that  payment  is  made  only  for 
services  that  are: 

(1)  Rendered  to  Medicare 
beneficiaries: 

(ii)  Covered  under  Medicare  Part  B; 
and 

(iii)  Medically  necessary.  When  a 
Professional  Standards  Review 
Organization  (PSRO)  has  assumed 
review  responsibility  in  accordance  with 
the  applicable. provisions  of  Part  463  of 
this  chapter,  the  PSRO  shall  make  Bnal 
determinations  of  medical  necessity 
which  are  binding  for  purposes  of 
payment. 

(2)  If  it  determines  that  the  services 
were  not  medically  necessary  or  the 
claim  does  not  properly  reflect  the  kind 
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and  amount  of  services  furnished,  the 
carrier  must  take  appropriate  action  to 
reject  or  adjust  the  claim. 

(b)  Payment  on  a  cost  basis.  If 
payment  is  on  a  cost  basis,  the  carrier 
must  assiue  that  payments  are  based  on 
reasonable  costs,  as  determined  under 
Part  405,  Subpart  D,  of  this  chapter. 

(c)  Payment  on  a  charge  basis.  If 
payment  is  on  a  charge  basis,  under  Part 
405,  Subpart  E  of  this  chapter,  the  carrier 
must  assure  that: 

(1)  Charges  are  reasonable  and  not 
higher  than  the  charge  for  a  comparable 
service  furnished  under  comparable 
circiunstances  to  the  carrier's 
policyholders  and  subscribers;  and 

(2)  Payment  is  based  on: 

(1)  An  itemized  bill;  or 

(ii)  An  assignment  under  the  terms  of 
which  the  reasonable  charge  is  the  full 
charge  for  the  service  (see  §  405.251(b) 
of  this  chapter);  or 

(iii)  If  the  beneficiary  has  died  before 
the  bill  is  paid,  an  agreement  by  the 
person  or  persons  who  furnished  the 
services,  to  accept  the  reasonable 
charge  as  the  full  charge  for  those 
services. 

(d)  Fiscal  management.  The  carrier 
must  receive,  disburse,  and  account  for 
funds  in  making  payments  imder 
Medicare. 

(e)  Provider  audits.  The  carrier  must 
audit  the  records  of  providers  to  whom 
it  makes  Medicare  Part  B  payments,  to 
asshre  that  payments  are  made 
properly. 

(f)  Utilization  patterns.  (1)  The  carrier 
must  have  methods  and  procedures  for 
identifying  utilization  patterns  that 
deviate  from  professionally  established 
norms  and  bring  the  deviant  patterns  to 
the  attention  of  appropriate  professional 
groups. 

(2)  The  carrier  must  assist  providers 
and  other  persons  who  furnish  Medicare 
Part  B  services  to: 

(i)  Develop  procedures  relating  to 
utilization  practices; 

(ii)  Make  studies  of  the  effectiveness 
of  those  procedures  and  devise  methods 
to  improve  them; 

(iii)  Apply  safeguards  against 
unnecessary  utilization  of  services;  and 

(iv)  Develop  procedures  for  utilization 
review,  and  establish  groups  to  perform 
such  reviews  of  providers  to  whom  it 
makes  Medicare  Part  B  payments. 

(g)  Information  and  reports.  The 
carrier  must  furnish  to  the  Administrator 
any  information  and  reports  that  the 
Administrator  requests  in  order  to  carry 
out  his  or  her  responsibilities  in  the 
administration  of  the  Medicare  program. 
The  carrier  must  be  responsive  to 
requests  for  information  from  the  public. 

(h)  Maintenance  and  availability  of 
records.  The  carrier  must  maintain  and 


make  available  to  the  Administrator  the 
records  necessary  for  verification  of 
payments  and  for  other  related 
purposes. 

(1)  Hearings  to  Part  B  beneficiaries. 

(1)  The  carrier  must  provide  an 
opportunity  for  a  fair  hearing  if  it  denies 
the  beneficiary's  request  for  payment, 
does  not  act  upon  the  request  with 
reasonable  promptness,  or  pays  less 
than  the  amount  claimed. 

(2)  The  hearing  procedures  must  be  in 
accordance  with  Part  405,  Subpart  H,  of 
this  chapter  (Reconsideration  and 
Appeals  undqr  the  Hospital  Insurance 
Program). 

(j)  Other  terms  and  conditions.  The 
carrier  must  comply  with  any  other 
terms  and  conditions  included  in  its 
contract. 

§  421.202  Requirements  and  conditions. 

Before  entering  into  or  renewing  a 
carrier  contract,  the  Administrator  will 
determine  that  the  carrier: 

(a)  Has  the  capacity  to  perform  its 
contractual  responsibilities  effectively 
and  efficiently; 

(b)  Has  the  financial  responsibility 
and  legal  authority  necessary  to  carry 
out  its  responsibilities;  and 

(c)  Will  be  able  to  meet  any  other 
requirements  the  Administrator 
considers  pertinent. 

§  421.204  Provision  for  automatic  renewai 
of  contracts. 

Contracts  under  this  subpart  may 
contain  an  automatic  renewal  provision, 
continuing  the  contract  from  term  to 
term  unless  either  party  gives  at  least  90 
days  notice  of  its  intention  to  terminate 
it  at  the  end  of  the  current  term. 

§  421.205  Termination  by  the  Secretary. 

(a)  Cause  for  termination.  The 
Secretary  may  terminate  a  contract  with 
a  carrier  at  any  time  if  he  or  she 
determines  that  the  carrier  has  failed 
substantially  to  carry  out  any  material 
terms  of  the  contract  or  has  performed 
its  function  in  a  manner  inconsistent 
with  the  effective  and  efficient 
administration  of  the  Medicare  Part  B 
program. 

(b)  Notice  and  opportunity  for 
hearing.  Upon  notification  of  the 
Secretary's  intent  to  terminate  the 
contract,  the  carrier  may  request  a 
hearing  within  20  days  after  the  date  on 
the  notice  of  intent  to  terminate. 

(c)  Hearing  procedures.  The  hearing 
procedures  will  be  those  specified  in 

§  421.128(c). 

(Secs.  1102, 1816, 1842, 1861(u),  1871, 1875  of 
the  Social  Security  Act  (42  U.S.C.  1302, 1395, 
1395(b),  1395h,  1395u,  1395x(u),  1395hh) 
(Catalog  of  Federal  Domestic  Assistance 
Programs  No.  13.773,  Medicare — Hospital 


Insurance;  No.  13.774,  Medicare — 
Supplementary  Medical  Insurance) 
Dated:  December  14, 1979. 

Leonard  D.  Schaefier, 

Administrator,  Health  Care  Financing 
Administration. 

Approved:  May  29, 1980. 

Patricia  Roberts  Harris, 

Secretary. 

(FR  Doc.  80-18585  Filed  6-20-80;  8:45  am) 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Care  Financing  Administration 

Medicare  Program;  Statisticai 
Standards  for  Evaluating  intermediary 
Perfdrmance  During  Fiscai  Year  1980 

agency:  Health  Care  Financing 
Administration,  (HCFA),  HHS. 
action:  Final  Notice  with  Comment 
Period. 

summary:  This  notice  contains 
statistical  standards  to  be  used  for 
evaluating  the  performance  of  fiscal 
intermediaries  in  the  administration  of 
the  Medicare  Program.  The  standards 
are  based  on  available  statistical  data 
contained  in  routine  intermediary 
reports,  and  consist  of  measures  of 
timeliness  and  cost  of  an  intermediary’s 
Medicare  operations. 

We  will  use  these  criteria  and 
standards  whenever  we  enter  into, 
renew  or  terminate  an  intermediary 
agreement;  assign  or  reassign  providers 
to  an  intermediary;  or  designate  regional 
or  national  intermediaries.  However,  we 
will  measure  an  intermediary’s 
performance  against  these  standards 
only  if  we  determine  that  the 
intermediary  first  meets  the 
performance  criteria  listed  in  42  CFR 
421.120. 

This  notice  will  implement  Pub.  L.  95- 
142  (Medicare-Medicaid  Anti-Fraud  and 
Abuse  amendments)  and  is  intended  to 
improve  the  overall  efficiency  and 
effectiveness  of  the  administration  of 
the  Medicare  program.  We  are 
requesting  comments  on  this  initial  set 
of  standards  with  the  aim  of  improving 
the  standards  under  development  for  the 
future. 

OATES:  Effective  June  19, 1980.  To  assure 
consideration,  comments  should  be 
received  by  August  18, 1980. 

ADDRESSES:  Please  address  your 
commnets  in  writing  to:  Administrator, 
Health  Care  Financing  Administration, 
Department  of  Health  and  Human 
Services,  P.O.  Box  17073,  Baltimore,  MD 
21235. 

If  you  prefer,  you  may  deliver  your 
comments  to  room  309G,  Hubert  H. 
Humphrey  Building,  200  Independence 
Avenue,  S.W.,  in  the  District;  or  to  room 
789,  East  High  Rise  Bldg.,  6401  Security 
Boulevard,  in  Baltimore. 

In  commenting,  please  refer  to  file 
code  BPO-2-FN.  Comments  will  be 
available  for  public  inspection, 
beginning  approximately  2  weeks  from  . 
today  in  room  309G  of  the  Department’s 
offices  at  200  Independence  Avenue. 
SW.,  Washington,  D.C.,  on  Monday 
through  Friday  of  each  week  from  8:30 
a.m.  to  5:00  p.m.  (telephone  202-245- 
0950). 


FOR  FURTHER  INFORMATION,  CONTACT: 
Newton  Dikoff,  301-594-8190. 
SUPPLEMENTARY  INFORMATION: 

Notice  of  Statistical  Standards 

As  required  by  42  CFR  421.122, 
published  elsewhere  in  this  issue,  vve 
are  publishing  statistical  standards  for 
evaluating  performance  of  Medicare 
intermediaries  during  the  Federal 
Government’s  Hscal  year  1980  (October 
1, 1979  through  September  30, 1980).  We 
will  use  the  statistical  standards  to 
evaluate  intermediary  performance  in 
three  major  areas:  unit  cost  of  claims 
processing,  timeliness  of  claims 
processing,  and  timeliness  in  settling 
provider  cost  reports.  The  quality  of 
intermediary  performance  for  fiscal  year 
1980  will  be  evaluated  exclusively  by 
the  performance  criteria  listed  in  42  CFR 
421.120.  Statistical  standards  for  this 
category  of  performance  are  being 
developed.  For  example,  we  are 
considering  a  standard  for  the  quality  of 
cost  report  settlements.  Whenever 
additional  standards  are  developed, 
however,  we  will  publish  them  in  the 
Federal  Register. 

We  are  requesting  comments  on  this 
initial  Notice  of  statistical  standards. 

We  will  consider  all  comments  with  the 
aim  of  improving  the  standards  for  fiscal 
year  1981  and  beyond.  Medicare 
intermediaries,  through  their 
representative  bodies,  have  commented 
on  the  standards  on  a  continuing  basis 
as  we  were  developing  them.  However, 
we  believe  an  additional  opportunity  for 
the  intermediary  community,  as  well  as 
for  the  public  at  large,  to  comment  on 
the  standards  will  be  helpful.  Because 
the  data  required  for  performance 
evaluation  have  litde  meaning  if  applied 
for  a  period  of  less  than  a  year,  and 
because  we  wish  to  avoid  further  delay 
in  obtaining  information  on  the  impact 
of  this  evaluation  system,  we  are 
applying  these  standards  effective 
October  1, 1979,  the  beginning  of  the 
current  fiscal  year.  We  recognize, 
however,  that  intermediaries  may  have 
to  make  some  modifications  in  their 
operations  in  light  of  the  evaluation 
system.  Consequently,  administrative 
actions  based  on  assessment  of  an 
intermediary’s  performance  during  the 
initial  review  period  will  conform  to 
past  practices.  That  is,  during  the  first 
evaluation  period  in  which  we  use  the 
criteria  and  standards,  we  would 
appropriately  take  an  action  less  severe 
than  termination  of  the  contract  of  an 
intermediary  that,  for  the  first  time,  is 
identified  as  having  poor  performance. 
We  might,  for  example,  remove  ffom  the 
contract  the  automatic  renewal  clause  of 
standard  intermediary  contracts  or  use  a 
short  term  contract. 

The  evaluation  system  calls  for  points 


to  be  awarded  for  various  levels  of 
intermediary  performance.  Penalty  or 
bonus  points  will  also  be  awarded 
depending  on  the  degree  to  which  the 
intermediary  fails  to  meet  or  exceeds 
levels  of  performance  as  measured  by 
the  standards.  An  intermediary’s  overall 
performance  will  be  indicated  by  the 
total  number  of  points  it  accumulates. 

We  have  attempted  to  promote  the 
best  possible  performance  by  setting  the 
standards  at  a  level  that  clearly 
identifies  inefficient  contractors.  We 
have  set  some  standards  at  levels  of 
achievement  reached  in  the  past  by  85 
percent  of  the  intermediaries  and  others 
at  90  percent  achievement  levels.  In  the 
2  timeliness  areas  (claims  processing 
and  cost  report  settlement),  the  standard 
receiving  the  highest  number  of  points 
within  each  categcuy  (by  type  of  claim 
or  by  provider)  is  based  on  achievement 
by  90  percent  of  intermediaries. 

Similarly,  the  imit  cost  standard,  which 
has  the  highest  point  total  of  all  the 
standards,  is  based  on  this  90  percent 
achievement  level.  All  lesser  point 
standards  are  based  on  levels  of 
achievement  reached  by  85  percent  of 
intermediaries. 

Each  intermediary  will  be  evaluated 
with  respect  to  16  standards  in  fiscal 
year  1980.  There  is  only  one  standard  for 
imit  cost  It  is  based  on  a  level  of 
achievement  approximating  that 
reached  by  90  percent  of  intermediaries 
in  fiscal  year  1978.  By  design,  the  points 
awarded  fpr  this  standard  are  such  that 
failure  to  meet  this  single  standard 
results  in  overall  failure.  The  unit  cost 
standard  represents  minimal  acceptable 
performance  and  will  be  used  to  identify 
clearly  inefficient  contractors.  The 
bonus  point  concept  will  be  used  in  all 
16  standards  to  provide  an  incentive  to 
exceed  the  standards  as  much  as 
possible.  Total  point  accumulation, 
including  these  bonus  points,  will  be 
considered  in  the  assignment  or 
reassignment  of  providers,  designation 
of  regional  or  national  intermediaries  for 
classes  of  providers,  and  when  entering 
into  new  agreements  with 
intermediaries. 

There  are  9  standards  in  the  area  of 
claims  processing  timeliness:  3  for 
inpatient  hospital  claims,  and  2  each  for 
skilled  musing  facilities  (SNF),  home 
health  agencies  (HHA),  and  outpatient 
claims.  Each  type  of  claim  has  received 
approximately  an  equal  number  of 
points  to  reflect  the  equal  importance  of 
each  to  beneficiaries  and  to  Government 
record  keeping  requirements.  The 
standards  have  been  placed  at  different 
levels  for  each  type  of  claim  to  reflect 
the  varying  difficulties  of  processing 
each  type  of  claim  and  the  actual 
achievements  reached  by  intermediaries 
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in  these  areas.  The  standards  for  the 
percent  of  inpatient  hospital  claims 
processed  in  30  days,  the  percent  of  SNF 
claims  processed  in  60  days,  the  percent 
of  HHA  claims  processed  in  60  days, 
and  the  percent  of  outpatient  claims 
processed  in  60  days  are  based  on  a 
level  of  achievement  reached  by  about 
90  percent  of  intermediaries.  The 
remaining  5  standards  for  claims 
timeliness  are  based  on  a  level  of 
achievement  reached  by  about  85 
percent  of  intermediaries. 

There  are  6  standards  in  the  area  of 
cost  report  settlement  timeliness:  2  each 
for  hospitals,  SNFs,  and  HHAs.  Again, 
each  type  of  provider  cost  report  has 
received  an  equal  number  of  points  to 
reflect  the  equal  importance  of  each  to 
the  provider  community  and  to  the 
Government  as  guardian  of  trust  fund 
dollars  in  the  form  of  benefit  payments. 
Here  also,  the  standards  have  been 
placed  at  different  levels  for  different 
types  of  cost  reports  to  reflect  the 
various  problems  in  each  type  of  report 
encountered  by  intermediaries.  The  1979 
fiscal  year  standards  for  cost  report 
timeliness  are  based  on  a  level  of 
achievement  reached  by  about  90 
percent  of  intermediaries.  The  1978 
fiscal  year  standards  are  based  on  a 
level  of  achievement  reached  by  about 
85  percent  of  intermediaries. 

Unit  Cost 

We  based  the  standard  for  unit  cost 
on  Hscal  year  1978  data  adjusted  to 
reflect  the  effect  of  inflation  and 
increased  productivity  estimated  to 
occur  through  fiscal  year  1980.  These 
estimates  are  based  on  Hscal  year  1980 
budgets  submitted  by  intermediaries 
and  approved  by  HCFA.  Intermediaries 
routinely  take  productivity  and  inflation 
factors  into  accoimt  when  submitting 
their  budgets.  In  the  calculation  of  unit 
cost  per  claim,  the  numerator  “cost"  is 
defined  as  the  intermediary’s  Medicare 
fiscal  year  1980  administrative  costs. 
These  costs  exclude  nonrecurring  costs 
and  costs  related  to  provider 
reimbursement,  provider  audit,  PSRO 
and  HMO  activities;  and  State  premium 
taxes,  where  applicable.  For  Blue  Cross 
Plans,  the  numerator  includes  a  share  of 
Blue  Cross  Association  administrative 
support  costs.  These  data  will  be 
derived  from  the  Bnal  Interim 
Expenditure  Report  (Form  SSA-1527) 
filed  for  Hscal  year  1980.  We  define  the 
denominator  “claim”  as  the 
intermediary’s  total  processed  claims  for 
fiscal  year  1980  as  correctly  reported  on 
its  Intermediary  Workload  Report  (Form 
HCFA-1566). 

We  developed  a  formula  using 
multiple  regression  analysis  to  adjust 
the  intermediary’s  unit  cost  for 


significant  measurable  factors  that  are 
not  within  the  intermediary’s  control  in 
order  to  allow  for  a  more  equitable 
comparison  with  the  standard. 

Regression  analysis  is  a  statistical  tool 
which  is  used  to  identify  variables  (such 
as  differing  salary  levels  between 
geographic  areas)  which  impact 
significantly  upon  a  given  measure  (such 
as  unit  cost)  and  to  quantify  the  extent 
of  such  impact.  In  the  study  of  Part  A 
unit  costs  using  regression  analysis,  we 
examined  several  hundred  variables 
with  potential  impact  upon  unit  costs. 
The  regression  analysis  identified  four 
of  these  factors  as  being  significant:  a 
geographical  salary  index,  the  inverse 
claims  volume,  the  ratio  of  inpatient  and 
Home  Health  Agency  claims  to  all 
claims  processed,  and  the  ratio  of 
Skilled  Nursing  Facility  and  other  claims 
to  all  claims  processed  (see  below  for 
further  definitions  of  these  terms).  Of 
the  many  geographic  salary  indices 
studied  by  use  of  regression  analysis, 
the  Bureau  of  Census’  “1969  Male 
Professional  Salary  Index"  best 
explained  variations  in  imit  cost  among 
intermediary  locations.  All  four  of  these 
factors  were  determined  to  be  beyond 
the  control  of  intermediaries.  Therefore, 
each  intermidiary’s  unit  cost  for  fiscal 
year  1980  will  be  adjusted  for  these 
variables  according  to  the  formula 
described  below,  llie  unit  cost  is  to  be 
adjusted  for  the  effect  of 
noncontrollable  factors  Vi  through  V#  by 
means  of  the  following  formula: 

Adjusted  Unit  Cost  Per  Claim = (Unit 
Cost  Per  Claim)  +  $4.6423 -($2.69617) 
(V,)- ($1.52160)  (V,)- ($3.74516) 

(Vs)— ($6.04889)  (Vs).  The  intermediary’s 
values  for  the  noncontrollable  factors 
are  defined  as  follows: 

Vi=Male  Professional  Salary  Index  (index 
values  based  on  Bureau  of  Census  earnings 
data  for  1969  and  calculated  by  the  Control 
Analysis  Corporation  under  contract  with 
the  Federal  Government — see  attachment 
E). 

Vj= Inverse  Claims  Volume — Monthly  (12 
times  1,000  divided  by  number  of  claims 
reported  as  processed  during  fiscal  year 
1980  by  the  intermediary  on  its 
Intermediary  Workload  Reports), 

Vs = Ratio  of  Inpatient  Hospital  and  Home 
Health  Agency  Claims  Processed  to  Total 
Claims  Processed  (based  on  fiscal  year 
1980  claims  processed  data  reported  by 
intermediary  on  its  Intermediary  Workload 
Reports),  and 

Vs = Ratio  of  Skilled  Nursing  Facility  and 
Other  (HCFA-1483S  with  type  of  service 
“other”)  Claims  Processed  to  Total  Claims 
Processed  (based  on  fiscal  year  1980  claims 
processed  data  reported  by  intermediary 
on  its  Intermediary  Workload  Reports). 

’Timeliness  of  Claims  Processing 

For  the  claims  processing  timeliness 
standards,  the  processing  period  is 


defined  as  the  length  of  time  in  calendar 
days  from  the  date  of  initial  receipt  of 
the  claim  by  the  intermediary  to  the  date 
of  receipt  of  the  processed  claim  by 
HCFA.  The  percent  of  claims  processed 
within  a  specific  time  frame  is 
determined  in  the  following  manner. 

From  the  universe  of  processed  claims 
passing  the  intermediary’s  edits  during 
the  fiscal  year  1980  and  required  to  be 
sent  to  HCFA,  the  number  of  claims 
processed  within  the  specific  time  frame 
is  divided  by  the  total  amount  of  claims 
processed  and  then  multiplied  by  100. 

Our  analyses  show  the 
noncontrollable  factors  affecting  claims 
timeliness  to  be  the  proportions  of 
claims  by  type.  Therefore,  instead  of 
trying  to  adjust  a  single  set  of  standards 
for  these  proportions  we  have 
established  standards  by  type  of  claim 
according  to  the  following  definitions: 

•  Inpatient  hospital  claims — HCFA- 
1453  forms  submitted  by  hospitals, 

•  Skilled  Nursing  Facility  claims — 
HCFA-1453  forms  submitted  by  SNFs, 

•  Home  Health  Agency  claims — 
HCFA-1487  forms  submitted  by  HHAs, 

•  Outpatient  claims — ^HCFA-1483 
forms  (^ovider  Billing  for  Medical  and 
Other  Health  Service  Claims). 

Timeliness  of  Provider  Cost  Report 
Settlement 

There  are  two  measures  of  timeliness 
of  provider  cost  reports  settlement  for 
each  type  of  provider.  The  first  is  the 
percentage  of  cost  reports  with  provider 
accounting  fiscal  years  ending  during 
the  Federal  Government’s  fiscal  year 
1979  and  settled  by  the  end  of  the 
Federal  Government’s  fiscal  year  1980 
(percent  of  fiscal  year  1979  cost  reports 
settled  by  the  end  of  fiscal  year  1980). 
The  second  is  the  percentage  of  cost 
reports  with  provider  accounting  fiscal 
years  ending  during  the  Federal 
Government’s  fiscal  year  1978  and 
settled  by  the  end  of  the  Federal 
Government’s  fiscal  year  1980  (percent 
of  fiscal  year  1978  cost  reports  settled  by 
the  end  of  fiscal  year  1980). 

Analyses  reveal  the  major  non 
controllable  factors  affecting  provider 
cost  report  settlement  timeliness  to  be 
the  proportion  of  providers  by  type. 
These  factors  are  taken  into  account  by 
the  setting  of  standards  for  each  type  of 
provider. 

Although  statistical  analyses  show 
little  correlaton  between  the  distribution 
of  cost  report  fiscal  year  ending  dates 
during  one  fiscal  year  and  the  percent 
settled  by  the  end  of  the  next  fiscal  year, 
a  formula  has  been  developed  to  adjust 
intermediaries’  actual  performance  in 
this  area,  using  a  pragmatic.approach, 
for  the  noncontrollable  factor  of  cost 
report  fiscal  year  ending  dates  in  fiscal 
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year  1979.  However,  even  using  the 
pragmatic  approach,  adjustments  for 
fiscal  year  1978  cost  reports  were  not 
indicated  because  of  the  mitigating 
effect  of  the  extra  length  of  time. 

The  adjusted  percentage  of  fiscal  year 
1979  cost  reports  settled  by  the  end  of 
fiscal  year  1980  for  each  type  of  provider 
is  calculated  by  multiplying  the 
intermediary’s  actual  percentage  of 
fiscal  year  1979  cost  reports  settled  by 
its  adjustment  factor.  The  adjustment 
factor  is  the  ratio  of  100  percent  to  a 
weighted  average  of  the  percentage  of 
cost  reports  wi^  fiscal  year  ending 
dates  during  each  quarter  of  fiscal  year 
1979: 

Adjusted  factor  (hospitals)  =  100.0  divided 
by  (percentage  of  hospital  cost  reports  with 
fiscal  year  ending  dates  In  October- 
December  1978  +.  875  X  percentage  of 
hospital  cost  reports  with  fiscal  year  ending 
dates  in  january-^ardi  1979  +  .75 
percentage  of  hospital  cost  reports  with  fiscal 
year  ending  dates  in  April-)une  1979  -f.  825 
X  percentage  of  hospital  cost  reports  with 
fiscal  year  ending  dates  in  July-^ptember 
1979). 

The  adjustment  factors  for  SNF  cost 
reports  and  HHA  cost  reports  are 
computed  the  same  way,  except  that 
SNF  and  HHA  cost  report  with  fiscal 
year  ending  dates,  respectively,  are  used 
instead  of  hospital  cost  report  with 
fiscal  year  ending  dates.  As  an  example, 
if  an  intermediary  settled  33.3  percent  of 
its  fiscal  year  1979  HHA  cost  reports  by 
the  end  of  the  fiscal  year  1980  and  had 
the  following  distribution  of  HHA  cost 
report  with  fiscal  year  ending  dates: 

Panent 

Odober-Oecember  1978 _ 0 

JanuTy  Micb  1878 _  0 

Ap»t.JiiB*  1t7»_ _ too 

Juty-Septembar  1979 _ 0 

The  adjustment  factor  for  this 
example  would  be  1.33  and  the 
intermediary's  adjusted  percentage  of 
FY 1979  HHA  cost  reports  settled  would 
be  44.4  percent 

Scoring 

Each  intermediary  will  be  evaluated 
with  respect  to  the  16  standards  in  fiscal 
year  1980.  As  previously  explained, 
there  is  one  standard  for  unit  cost  9  for 
claims  timeliness,  and  6  for  the 
timeliness  of  provider  cost  report 
settlements.  ^di  individual  standard 
carries  a  number  of  points  relative  to  its 
importance  which  will  be  awarded  to 
each  intermediately  if  it  passes  the 
standard.  Attachment  A  lists  the 
standards  for  fiscal  year  1980  and  the 
points  that  are  earned  by  passing  eadi. 

If  an  intermediary  meets  eadi  of  the 
standards,  it  would  earn  100  points.  If  it 
fails  a  standard,  however,  the  points 
assigned  to  that  standard,  along  with 
any  penalty  points  (calculated  according 


to  attachment  B)  would  be  deducted.  An 
intermediary  with  a  score  of  80  points  or 
less,  after  deducting  penalty  points,  has 
failed  and  is  not  eligible  for  bonus 
points.  Note  that  the  use  of  the  bonus 
points  is  intended  to  help  distinguish 
between  various  levels  of  acceptable 
performance  by  intermediaries  whose 
overall  performance  is  already  passing. 
We  do  not  intend  to  use  the  bonus 
points  to  help  an  intermediary,  whose 
performance  is  failing,  to  achieve  a 
passing  performance.  An  intermediary 
which  acquires  more  than  80  points  is 
then  eligible  to  accumulate4}onus  points 
(assigned  according  to  the  schedule  in 
Attachment  C).  An  intermediary  can 
possibly  accumulate  more  than  100 
points  if  it  earns  bonus  points  in  any 
area.  Attachment  D  contains  examples 
of  how  the  scoring  will  be  accomplished. 

The  scoring  methodology  is  intended 
to  provide  incentives  to  intermediaries 
to  perform  as  well  as  possible. 

Therefore,  the  penalty  points  will  be 
assessed  for  failing  the  standards  by 
certain  amounts.  These  penalty  points 
will  allow  HCFA  to  distinguish  more 
easily  between  various  levels  of  failure 
in  order  to  determine  whether  and  to 
what  extent  adverse  action  should  be 
taken.  The  bonus  points  will  make  it 
easier  to  distinguish  between  various 


levels  of  acceptable  performance  as  one 
consideration  in  the  awarding  of  future 
wofk. 

Attachment  E  is  a  table  showing  the 
salary  index  (variable  Vi,  in  the  cost 
adjustment  formula)  for  the 
intermediaries  in  the  Medicare  program 
as  of  April  1, 1979.  With  this  information 
and  the  definitions  provided  above, 
intermediaries  should  be  able  to  track 
their  individual  performance  with 
respect  to  the  standard  for  the  adjusted 
unit  cost  per  claim.  In  addition, 
throughout  the  evaluation  period  HCFA 
will  provide  intermediaries  with 
information  on  their  performance 
relative  to  each  of  the  16  standards 
listed  in  Attachment  A. 

(Sections  1102, 1816, 1842, 1861(u).  1871, 1875 
of  the  Social  Security  Act  (42  U.S.C.  1302, 
1395, 139Sb,  1395h,  1396u,  139Sx(u),  and 
1395hh) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.773,  Medicare — Hospital 
Insurance) 

Dated:  December  14, 1979. 

Leonard  0.  Schaefier, 

Administrator,  Health  Care  Financing 
Administration. 

Approved  May  29. 1980. 

Patricia  Roberts  Harris, 

Secretary. 


Attachment  k.—Statislicat  Standards  and  Rotative  Points  tor  Evaluating  Medicare  Intermediaries  /br  Fiscal 

Year  1980 


aiandan] 


Pointi 


Unit  Cost  of  CMms  PrbcMSins 


1.  Average  adjusted  unH  ooat  per  claim.. 


S4.49  or  less . 


TlmaSnsss  of  Claims  Wocaasim 


2.  InpaSertl  hospital  claims— poicent  processed  in  30  days  or  less - - -  SOpAormore — 

3.  Inpatient  hospital  claims— percent  processed  In  SO  days  or  less . — — ....  90  pet  or  more  — 

4.  InpaSeni  hospital  claims— percent  procaased  in  90  days  or  less .  97  pet  or  more..... 

5.  Skilled  nursing  ladWy  dahns— percent  processedpi  60  days  or  less . . 75  pc4  or  more — 

a  Skilled  nursing  facMty  claims— percent  processed  In  90  days  or  less..... — ....  92  pet  or  more  — 

7.  Home  healih  agency  claims— percent  processed  m  80  days  or  less . .  eopetormore. — 

8.  Home  haaMh  agency  daima— percent  processed  In  90  days  or  less - -  92  pet  or  more  — 

9.  OutpaMm  claims— percent  processed  80  days  or  less. . . . .  TSpdormore. — 

10.  Outpatleni  dalms-^>ercenl  processed  90  or  less - - - —  97  pet  or  more — 


TImsSnoaa  ef  Proetder  Cost  Wepeit  Settlement— Percent  ef  Coot  Waperte  Settled  End  of  Weed  Year  1988 


6 

13.  SkilM  nursing  tadIHy  Sscal  year  1979  coat  reports - - - 

45  pet  or  more _  . 

8 

8 

8 

16.  Home  hesMh  agency— Macal  iwar  1978  coat  reports - - - - - 

100  pet . . . . . — 

6 

too 

'Adjusted  for  fiscal  year  ending  date  disirlbulioa 

Attsrhmsnt  B.— SfMstcaf  Standards  and  Relative  Points  for  EirakaWtg  Medicare  Irrtermedlafiea  for  Fiscal 

Year  1980  Penalties 

Atm 

Standard 

Poims 

UnH  Cost  «l  CtairtM  Processing 

1.  Average  adjusted  unM  coot  per  claim. 


$4.49orlesa. 


(1 
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Attactinwnt  B.— Statistical  Standards  and  Relative  Points  tor  Evaluating  Medicare  Intermediaries  for  Fiscal 

Year  1980  Penalties 


Timeliness  of  Claims  Processing 


2.  Inpatient  hospital  claims — percent  processed  in  30  days  or  less . . .  50  pet  or  more . . . 

3.  Inpatient  hospital  claims— percent  processed  in  60  days  or  less . . —  90  pet  or  more . 

4.  Inpatient  hospital  claims— percent  processed  in  90  days  or  less .  97  pet  or  more . 

5.  Skilled  nursing  facility  claims — percent  processed  in  60  days  or  less .  75  pet  or  more . 

6.  Skilled  nursing  facility  claims— percent  processed  in  90  days  or  less .  92  pet  or  more . 

7.  Home  health  agency  claims — percent  processed  in  60  days  or  less .  80  pet  or  more . — . 

8.  Home  health  agency  claims — percent  processed  in  90  days  or  less . . .  92  pet  or  more . 

9.  Outpatient  claims— percent  processed  in  60  days  or  less . 75  pet  or  more — 

10.  Outpatient  claims— percent  processed  in  90  days  or  less.... . . .  97  pet  or  more - 


TlmeUess  of  Provider  Cost  Report  Settlement— Percent  of  Cost  Reports  Settled  by  End  of  Fiscal  Year  1980. 


11.  Hospital— fiscal  year  1979  cost  reports  • .  30  pet  or  more . 


12.  Hospital— fiscal  year  1978  cost  reports.. 

13.  Skilled  nursing  facility— fiscal  year  1979  cost  reports  ’.. 

14.  Skilled  nursing  facility— fiscal  year  1978  cost  reports 

15.  Home  health  agency — fiscal  year  1978  cost  reports  ’ 

16.  Home  health  agency— fiscal  year  1978  cosi  reports. 


93  pet  or  more .. 
45  pet  or  more .. 
90  pet  or  more ., 
50  pet  or  more .. 
100  pet . 


I'ik 

i2\ 


'One  (1)  point  for  every  5  cents  over  standard  up  to  50  cents  and  2  points  for  every  additional  5  cents. 

‘One  (1)  point  for  every  10  percentage  point  below  standard. 

’Adjust^  for  fiscal  year  ertding  date  distribution. 

Attachment  C.— Statistical  Standards  and  Relative  Points  for  Evaluating  Medicare  Intermediaries  for  Fiscal 

Year  1980  Bonuses 


1 -point  bonus 


2-point  bonus 


Unit  Cost  of  Claims  Processing 


1.  Average  adjusted  unit  cost  per  claim _ . . 


(') 


Timeliness  of  Claims  Processing 


2.  Inpatient  hospital  claims— percent  processed  in  30  days  or  less . 

70.0 

to 

84 

9  pet . 

.  85 

pet  or 

more. 

3.  Inpatient  hospital  claims— percent  processed  in  60  days  or  less . 

95.0 

to 

97 

9  pet.. 

98 

pet  or 

more. 

4.  Inpatient  hospital  claims — percent  processed  in  90  days  or  less . 

96.5 

to 

99 

9  pet .. 

100  pet. 

5.  Skilled  nursing  facility  claims — percent  processed  in  60  days  of  less .. 

87.0 

to 

94 

9  pet .. 

95 

pet  or 

more. 

6.  Skilled  nursing  facility  claims— percent  processed  in  90  days  or  less .. 

95.0 

to 

97 

9  pet- 

98 

pet  or 

more. 

7.  Home  health  agency  claims— percent  processed  in  60  days  or  less.... 

90.0 

to 

94 

9  pet . 

.  95 

pet  or 

more. 

8.  Home  health  agency  claims— percent  processed  in  90  da^  or  less.... 

95.0 

to 

97 

9  pet . 

.  98 

pet  or 

more. 

9.  Outpatient  claims— percent  processed  in  60  days  or  less . . . 

87.0 

to 

94 

9  pet _ 

...._ .  95 

pet  or 

more. 

10.  Outpatient  claims— percent  processed  in  90  days  or  less . 

98.5 

to 

99 

9  pci _ 

..  Timeliness  of  Provider  Cost  Report  Settlement— Percent  of  Cost  Reports  Settled  by  End  of  Fiscal  Year  1980 

11.  Hospital— fiscal  year  1979  cost  reports’ . . .  70.0  to  84.9  pet .  85  pet  or  more. 

12.  Hospital— fiscal  year  1978  cost  reports . . .  97.0  to  98.9  pet..... . .  99  pet  or  more. 

13.  Skilled  nursing  facility— fiscal  year  1979  cost  reports  .  75.0  to  89.9  percent..^ .  90  pet  or  more. 

14.  SkHted  nursing  facility— fiscal  year  1978  cost  refiOrts . .  95.0  to  97.9  pct_ .  98  pet  or  more. 

15.  Home  health  agency — fiscal  year  1979  cost  reports  . . .  80.0  to  94.9  pet .  95  pet  or  more. 

'One  point  for  every  5  cents  below  standard  of  S4.49. 

‘Adjusted  for  fiscal  year  ending  date  distribution. 

Attachment  0.— Example  of  Scoring  for  Statistical  Standards 


Example  1 


Standard 


Intermediary 
X  actual 
performance 


Score 

for 

achieving 

standard 


Actual 

achieved 

score 


Penalty 

for 

failure 
to  meet 
standard 


Potential 
bonus  for 
exceeding 
standard 
(see  note) 


1.  Unit  cost’. .  $4.49.. 


S3.97 


(=) 


10 
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Attachment  B.—Statisticat  Standards  and  Relative  Points  for  Evaluating  Medicare  Intermediaries  for  Fiscal 
Year  1980  Penalties  —Continued 


Area 

Standard 

Points 

Unit  Cost  of  Claims  Procossing 

(') 

Cost  Report  Settlement  Timeliness 

1 1  Hospital  settled  1  yr . 

.  30  pet . 

..  Opet . 

8 

0 

-3 

(“) 

12  Hospital  settled  2  yrs . 

.  93  pet . 

..  100  pet . 

6 

6 

<’) 

2 

13.  SNF  settled  1  yr . . . 

..  0  pet . 

8 

0 

-4 

(’» 

14  SNF  settled  2  yrs . 

..  100  pet . 

6 

6 

2 

15  HHA  settled  1  yr . 

.  50  pet . 

..  Opel . 

6 

0 

-5 

(*) 

16  HHA  settled  2  yrs . 

_  100  pet . 

..  100  pet . 

6 

6 

(=) 

(’) 

Totals 


100  —  39  29  14 


39  (Actual  score) 

-  29  (Penalty  points) 

10  (Final  Score) 

Note  —Bonus  points  can  be  awarded  only  when  the  actual  achieved  score  minus  the  accumulative  penalty  points  exceeds 
80  points 


Example  2 

Intermediary 
Standard  Y  actual 

performance 

Score 

for 

achieving 

standard 

Actual 

achieved 

score 

Penalty 

for 

failure 
to  meet 
standard 

Potential 
bonus  for 
exceeding 
standard 
(see  note) 

1  Unit  Cost' . 

.  S4.49 . 

.  $4.24 

21 

21 

(=) 

5 

Claims  Processing  Timeliness 

2  IP  hospital  30  days  or  less .. 

.  50  pet . 

.  75  pet . 

5 

5 

C) 

1 

3  IP  hospital  60  days  or  less . 

.  90  pet . 

....  94  pet . 

3 

3 

1 

4.  IP  hospital  90  days  or  less . 

.  97  pet . 

....  99  pet . 

2 

2 

5  SNF  60  days  or  less 

75  pet . 

....  87  pet . 

6 

6 

1 

6  SNF  90  days  or  less 

92  pet . 

....  97  pet . 

6 

6 

(“) 

1 

7  HHA  60  days  or  less 

80  pet . 

....  92  pet . 

3 

3 

(’) 

1 

8  HHA  90  days  or  less 

92  pet . 

....  98  pet . 

3 

3 

2 

9  OP  60  days  or  less 

75  pet . 

....  88  pet . 

6 

6 

1 

10  OP  90  days  or  less 

97  pet . 

....  100  pet . 

3 

3 

2 

Cost  Report  Settlement  Timeliness 

1 1  Hospital  settled  1  yr . 

.  30  pet . 

.  95  pet...'. . 

8 

8 

{■) 

2 

12.  Hospital  settled  2  yrs . 

.  93  pet . 

_...  100  pet . 

6 

6 

( ) 

2 

13  SNF  settled  1  yr . 

.  96  pet . 

8 

8 

(') 

2 

14.  SNF  settled  2  yrs . 

.  90  pet . 

.  100  pet . 

6 

6 

2 

2 

15.  HHA  settled  1  yr . 

.  50  pet . 

.  98  pet . 

8 

6 

(0 

2 

16  HHA  settled  2  yrs . 

.  100  pet . 

.  100  pet . 

6 

6 

(=) 

(■) 

Totals . 

100 

100 

2 

25 

100  (Actual  score) 

I  25  (Bonus  points) 

125  (Final  score) 

Note  —Bonus  points  can  be  awarded  only  when  the  actual  achieved  score  minus  the  accumulated  penalty  points  exceeds 
80  points 

'  Adjusted  lor  noncontrollable  variables 
'-Norie 


Bureau  of  Census  Data  on  Male  Professional 
Salaries  for  Calendar  Year  1979  by  Intermediary 


Male 

Intermediary  Professional 

salary 
index  (V.) 


Alabama  B/C .  .913 

Arkansas  B/C .  .863 

Arizona  B  'C .  969 

Los  Angeles.  California  B/C  1  1 33 

Oakland.  California  B/C .  1.125 

Colorado  B/C . 1.030 

Connecticut  B/C .  1.030 

OelwareB/C .  1104 

District  of  Columbia  B/C .  1.019 

Florida  B/C . .907 


Bureau  of  Census  Data  on  Male  Professional 
Salaries  for  Calendar  Year  1979  by 
Intermediary— Continued 


Male 

Intermediary  Professional 

salary 
index  (V,) 


Atlanta.  Georgia  B/C .  1  069 

Columbus.  Georgia  B/C . .829 

Idaho  B/C .  ...  .945 

Chicago.  Illinois  B/C  ...  1138 

Indiana  B/C .  ...  1,051 

Des  Moines.  Iowa  B/C  ...  1.048 

Sioux  City.  Iowa  B/C  ...  .944 

Kansas  B/C .  .904 

Kentucky  B/C .  1.025 


Bureau  of  Census  Data  on  Male  Professional 
Salaries  for  Calendar  Year  1979  by 
Intermediary— (Continued 


Male 

Intermediary  Professional 

salary 
index  (V.) 


Louisiana  B/C .  1.020 

Maine  B/C .  .919 

Maryland  B/C  1045 

Massachusetts  B/C .  1.080 

Michi^n  B/C .  1 .200 

Minnesota  B/C .  1.061 

Mississippi  B/C .  .931 

Kansas  City.  Missouri  B/C .  953 

St.  Louis,  Missouri  B/C .  1.074 

Montana  B/C  .926 

Nebraska  B/C  1021 

New  Hampshire/Vermont  B/C .  924 

New  Jersey  B/C .  1 .209 

New  Mexico  B/C .  965 

Albany.  New  York  B/C .  1.054 

Buffalo.  New  York  B/C .  1 .01 7 

New  York.  New  York  B/C .  1  138 

Rochester.  New  York  B/C .  1  121 

Syracuse.  New  York  B/C  1.008 

Utica.  New  York  B/C .  .943 

Watertown,  New  York  B/C . 889 

North  Carolina  B/C .  790 

North  Dakota  B/C .  .927 

Cincinnati  (HCC).  Ohio  B/C  1 .079 

Cleveland.  Ohio  B/C .  1.094 

Columbus.  Ohio  B/C .  969 

Toledo.  Ohio  B/C .  1 .034 

Oklahoma  B/C .  961 

Oregon  B/C .  1.009 

Allentown.  Pennsylvania  B/C .  957 

Harrisburg,  Pennsylvania  B/S .  948 

Philadelphia.  Pennsylvania  B/S .  1  071 

Pittsburgh.  Pennsylvania  B/C .  1.010 

Wilkes-Barre,  Pennsylvania  B/C .  806 

Rhode  Island  B/C .  924 

South  Carolina  B/C .  .652 

Chattanooga.  Tennessee  B/C .  931 

Memphis  Tennessee  B/C  .909 

Texas  B/C .  1.046 

Utah  B/C .  .915 

Richmond,  Virginia  B/C  .967 

Roanoke.  Virginia  B/C  ...  .922 

Washington/Alaska  B/C  1124 

Charleston,  West  Virginia  B/C .  .973 

Parkersburg.  West  Virginia  B/C .  .863 

Wheeling.  West  Virginia  B/C .  .869 

Milwaukee.  Wisconsin  B/C .  1.050 

Wyoming  B/C .  .972 

Puerto  Rico  (Jacksonville)  B/C .  .907 

Hawaii  Medical ....  1.089 

Kaiser .  1  125 

Travelers  (California))  1133 

Travelers  (Connecticut)... .  1  127 

Travelers  (Georgia)  1.069 

Travelers  (Massacnusetts) .  1030 

Travelers  (Michigan) .  1.200 

Travelers  (Minnesota) .  1.038 

Travelers  (New  York) .  1 . 1 38 

Travelers  (Pennsylvania) .  .907 

Aetna  (Los  Angeles.  California) .  1 . 1 33 

Aetna  (Novato.  California) .  1  1 25 

Aetna  (Connecticut)  .  1  127 

Aetna  (Florida) ...  .866 

Aetna  (Illinois) .  1 .059 

Aetna  (Massachusetts) .  .995 

Aetna  (Nevada) ..  1  033 

Aetna  (Pennsylvania)  1.071 

Aetna  (Tennessee)  .909 

Aetna  (Washington)  1  124 

Mutual  of  Omaha  1.021 

Prudential .  .915 

Nationwide .  969 

Cooperative  de  Seguros .  .685 

HCFA(DDR) .  1.045 
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